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maintaining our blood and immune sysiems)
and their mobilization into petipheral blood.
Althotigh it is still early in our rescarch, it seems
that we may have discovered a convenient source
of adult stem cells, which can be used withour
permanent immuno-suppression. The effect of
a single injection of CBLB612, as demonstraced
in experiments on mice and non-human
primates, exceeded the documented results of an
sxisting drug on the market, If borne out by further research, 1he
sotential applications for this techoology are sraggering. Producing 2
seady supply of hemaropoietic stem cells for an individual withoue
painful procedures, risk of contamination. or side effects would be
ranramount 1o emabling the body 1o repair itself from any damagt 1o
its blood-forming system. We are nor planning to enter :he
development of stem cell therapics, bur rather position ourselves a5 2
provider of an cconomical source of autologous srem cells,

This discovery and others open a huge array of prospects for vur
Protectan compounds in supporive care of cancer, siem cell medicine,
and prevention of acure organ failure.

Curaxin CBLC102

In January 2006, we began a Phase 1 cfficacy study of Curaxin
CBLC102 in hormene-refractory prostate cancer. CBLC102 is a sfe.
oral drug used in the pase 1o trear malaria that demonstrates efficacy in
witro, in animal models, and in live tumors removed from hurian
patients. We have successfully progressed into the second phase of the
triab 2t our three trial centers at the University of Chicago, the Clevelind
Clinic and University Hospitals Case Medical Center. We expect o
repart anecdotal data from the hormone-refractory prostate trial in late
2007. and it is our intention to initiate additional Phase I wials for
CBLC102 in multiple mycloma and renal cell carcinoma this suminer.

We are also pleased to share some successes in our catpoaate
development. We signed a sirategic agreement with Roswell 'ark
Cancer Institute, cstablishing a collaborative effort in the area of anti-
cancer rescarch and drug trials. 1n addition o providing us up o $5
enillion of non-dilurive funding for our rescarch, this partnership will
allow us 10 tun more productive and less expensive drug trials ar this
cistinguished cancer center, This agreement adds a new dimension to

This di: covery opens a huge
array of prospects for our
Protectan compounds in

supportive care of cancer, stem
cell medicine, 2nd prevention of
acute organ failure.

our research and development capabilities and
we consider onc of our greates assets to be the
support we receive from both the Cleveland
Clinic, one of our founders, and Roswel Park.

We recemly mised an addirional $30 million
in funding chrough a privare placement wich
accredited investors, These funds, together
with the cash remaining from our IPO and
eommitted grant funds, form a solid capiral base for our planned
research and development ¢ffores and should be sufficient ro supporn
our activities for the next two years,

Iu summary, we are in the midst of several exciting developments, all
of which have the potential to drive nngible value:

» A successful response to the DOD's RFP and furdher
development of Prorectan CBLB502, which we forecas: to
generate significant revenues in 2008;

» The launch of additional Phase 11 clinical erials for Curaxin
CBLCI102;

» The progress of our potential stem cell applications from
research to clinical development; and

* The movement of our radiation protection compounds into
human studies in new therapeutic areas such as supportive care
for cancer and acute organ failure.

We look forward to sharing our progress on all of these fronts with
you and appreciate your suppert.

Sincerely,

=S4

Michacl Fonstein
Chief Executive Officer and President




Dear Stockholders, |

The past year has been an exciting one for
Cleveland BioLabs. We became a publicly
listed company on Nasdaq in July 2006, and
have proceeded ro build shareholder value
through the achievement of development
milestones and new discoveries around our
pipeline of drug candidaces. | encourage you
10 read our first annual reporr thoroughly in
order 1o understand our technology, product
candidates, marketplace and the porendial
value we ate creating for our investors.

Cleveland BioLabs is commiteed 1o leveraging our discoveries in
the arca of ptogrammmed cell deach ro develop drug candidates rtha
protect against radiation and fight cancer. Through our research
efiorts, we are also exploring several addirional applications for our
drug candidates, including reducing the side effects of cancer
treatment, generating adule stem cells 2nd protecting from acuce
organ failure.

We are acrively pursuing development of our two lead produce
caadidates: Protectan CBLB502, a radiavion protector, and Curaxin
CBLC102, an oral anricancer compound with a2 demonstrated
satety profile.

Protectan CBLB502

Protectan CBLB502 has demonstrated survival benefits as a
rachiation proreceor in 2nimal models when administered up 10 two
hours prior to exposure or up ro eight hours after exposure.
CBLB502 is the firsc compound ro provide protection of both the
gastrointestinal and hemavopoietic (bone marrow/blood production)
sysiems againse damage caused by the effeces of radiacion. The
compound does not appear to display toxicity at therapeutic doses.

CBLB502 is being developed initially as 2 radiation antidote for the
military, rescue workers, nudear plant personnd and evenally for all
peaple who may be subject or vilnerable to nuclear attack or accident,
This drug is undergoing an accelerated development program under
the FDA two-animal rule, which requires us 1o show efficacy in rwo
animal specics and only safery in humans. We are in the process of
completing Good Manuficruring Practices compliane (cGMP)
manufacturing of the compound 2nd plan o submit an Investigational
New Drug (IND) application for 2 human safety study lzter chis year.

Cleveland BioLabs is
commited to leveraging our
discoverics in the arca of
programmed cell death 1o
develop drug candidates thar
protect against radiarion and
fight cancer.

In February 2007, the Department of
Defense (DoD) published a Request For
Peoposal (RFP) aimed at the acquisition of
up to 500,000 doses of radiation antidote.
We believe char the two key features outlined
in the RFP, protection of the gastrointestinal
tract and overall survival benefits, put our
lead compound ahead of any known
competition. The RFP award would provide
funding for development through FDA
approval, as well as 2 commitment to purchase, thereafter, We
expect the RFP 10 be awarded later in the year.

Recently we received a conteact for over $1 million from the
Defense Threat Reduction Agency (DTRA) of the DoD to fund
“development leading to the acquisiion™ of CBLB502, in
collaboration with the Armed Forces Radiobiology Rescarch Institute
(AFRRI), which has ualso received significant independent funding
for work on our compound. We view this grant as evidence of
CBLB502's importance (o the DoD as a potential radiarion
countermeasuce for military personnd.

In March 2007, another significant opporwnity for our radiartion
protector compounds emerged through che Department of Health
and Human Services (HHS). HHS declared char it was terminating
existing negotiations for 2 radiation protector with 2 competing
company under the auspices of 3 REP published over a year ago. and
instead would issue an entirely new RFP pursuznt o the new
Pandemic and All-Hazards Preparedness Ace. This legislation creares
the Biomedical Advanced Research and Developmenc Authority
{BARDA) 2gency that enables the HHS o award contracts chat grane
development funds priot to FDA approval. BARDA enables the
HHS ro award contracts that grans development funds prior o FDA
approval. We belicve that we are well positioned (o receive part of
these grant coneracrs.,

All of these factors give us 3 high degree of confidence that we are
on track for the formal development of CBLB502 a5 a powerful,
FDA approved, radiation protector within the next 12-24 months,
and that this product has a promising future.

Qur studies of the mechanism of acrion of our second radiation
protector, Protecran CBLBG12, led us ro discover its ability o
generare hematopaietic stem cells (which are responsible for




i Profile

Cleveland BiolLabs, Inc. commenced business operations in June 2003 with a very specific and targeted
focus on radiation drug discovery. We have devoted a significant portion of our resources to the
identification, development and commercializition of new types of drugs for protection of normal
tissues from exposure to radiation and other stresses, such as toxic chemicals and cancer treatments.
Our inidal target, and most promising near-tenn opportunity, is to develop a drug to protect humans
from the effects of exposure to radiation, wheth::r as a result of military or terrorist acts or as a result of
a nuclear accident. Recent acts of terrorism and the proliferation of nudear weapons programs in rogue
states have created a more immediate demand lor further research and development, or R&D, in this
area. Other potential applications of our drug cindidates include destroying tumor cells, reducing the

side effects of cancer treatment, generating adult stem cells and protecting against acute organ failure.
We have strategic partnerships with the Cleveland Clinic Foundation, Roswell Park Cancer Institute,
ChemBridge Corporation and the Armed Forces Research Radiobiology Institute.

Iip leline

Compound Pre-Clinical Phass ) Phase Il Phase Il

Radioprotection/treatment for ARS"
Non-medical (military & biodefense) applications

Urorectan Adjuvant to radiation therapy—
CBLB502 Acuie leukemia

Acure renal failure

Radioprotection/treatment for ARS™
Protectan Non-medical (military & biodefense} applicatins

CBLBGE? o
Induction of hematopoietic stem cells

Hormone-refracrory prosrate cancer

Curaxin
CBLCI102

Renal cell carcinoma**

Multiple Myeloma**

(Oher

' ARS it Acute Radiation Syndrome—results from exposure 1o high Jevels of raliation thar might occur upon a nuclear accident or terrorisc detenation.

* FDA “two-anienal rule” applics. Efficacy demanstrared in two animal specics a 1d only safery demonstrated in humans. This climinates the requirement for Phase 11 and
Phase [H human clinical trials.

** Phase [ study not required due w prior clinical history of compound.
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FORWAEKD-LOOKING STATEMENTS

This Annual Report on Form 10-KSB contains forward-lookin: statements that involve risks and uncertainties. In particular, statements about our
expectations, beliefs, plans, objectives, assumptions or future ewnts or performance are contained or incorporated by reference in this report. We have
based these forward-looking statements on our current expectations abowt future events. While we believe these expectations are reasonable, such
forward-locking stuntements are inherently subject to risks anc' uncertainties, many of which are beyond our control. The actual future resuls for
Cleveland BioLabs, Inc. may differ materially from those discussed here for various reasons. Given these risks and uncertainties, you are cautioned
not te place undue reliance on such forward-looking statement:. The forward-looking statements included in this report are made only as of the date
hereof. We do not underiake and specifically decline any obligation to update any such statements or to publicly announce the results of any revisions
to emy of such statements to reflect future events or developmems. When used in the report, unless otherwise indicated, “CBL," "we," "our” and “us"
refurs 1o Cleveland BioLabs, Inc.

PART 1
Itetn L. Description of Business
GENERAL QYERVIEW

CBL commenced business operations in June 2003 as n development-stnge company, with a very specific and targeted focus on radiation drug
discovery, We have devoted substantially all of our resource: to the identification, development and commercialization of new types of drugs for
protection of normal tissues from exposure to radiation and ot} er stresses, such es toxic chemicals and cancer treatments. Our initial target, and most
promnising opportunity, is to develop a drug to prolect humans ;rom the cffects of exposure to rediation, whether es 8 result of military of terrorist acts
or as & result of a nuclear accident. Recent acts of terrorism aad the proliferation of nuclear weapons programs in rogue states have created 8 more
immediate demand for further research and development, or RS:D, in this area. Qther potential applications of our drug candidates include reducing the
side effects of cancer treatment, destroying tumor cells, and genemting adult stem cells,

On July 20, 2006, we sold 1,700,000 sharcs of cornmen stock in our initial pubtic offering at 8 per share price of $6.00. Since the date of our
initial public offering, our common stock has beea listad on th: Nasdaq Capital Market under the symbol “CBLI" and on the Boston Stock Exchange
as “CFB."

TECHNOLOGY

Our development efforts arc based on discoveries made in connection with the investigation of the cell-level process known a3 apoptosis.
Apoptosis is 8 highly specific and tightly regulated form of cel death that ¢an occur in response to external cvents such as exposure to redistion, toxic
chemicals or internal stresses. Apoptosis is o major determinut of tissue damage caused by a variety of medical conditions including cerebral stroke,
kear? aftack and acute renal failure. Conversely, apoptosis is ulso an imporiant protective echanisn that allows the body to shed itself of defective
cells, which otherwise can cause cancerous growth,




Rescarch has demonstrated that apoptosis is sometimes suppressed naturslly. For cxample, most cancer cells develop resistance to spoptotic
denth caused by drugs or natuml defenses of the buman body. Our research is geared towards identifying the means by which apoptosis can be affected
and manipulated depending on the need.

If the need s to protect healthy tissucs against an external event such as exposure to nuclear radintion, we focus our research efforts on
sttermpting to temporarily and reversibly suppress apoptosis in those healthy tissues, thereby imitating the apoptotic-resistant tendencies displayed by
cancer cells. A drug with this effect would also be usefu) in ameliorating the often severe side cffects of anticancer drugs and radiation that couse
collateral damage to healthy tissucs during cancer treatment. Becausc the severe side effects of anticancer drugs and radiation often limit their dosage
in cascer paticnts, an apoptosis suppressant drug may enable a more aggressive treatment regimen using anticancer drugs and rediation and thereby
increasc their effectiveness.

On the other hand, if the need is to destroy cancerous cells, we focus our research efforts on restoring apoptotic mechanisms that are
suppicssed in tumors, 5o that those cancerous cells will once sgain become vulnerable to apoptotic death, In this regard, we belicve that our drug
candidates could have significant potential for improving, and becoming vite! to, the treatment of cancer paticnts,

PRODUCTS IN DEVELOPMENT

Protectans

Protectans are modified proteins of microbes that protect cells from npoptosis, and kave a broad spectrum of potential applications. These
potential applications inctude non-medical applications such as protection from exposure to rediation, whether as a result of military or terrorist action
or as i result of a nuclear accident, as well &s medica) applications such as reducing cancer treatmemt side effects.

Proteztan CBLBS02

Protectan CBLB502 is our leading radioprotectant molecule in the protectans series. Protectan CBLBS02 represents  rationally designed
derivitive of the microbial protein, flageilin. Flagellin is secreted by Salmoneila typhimurium and scts as 8 naturnt activator of NF-kB. Protectan
CBLB502 is administered through intramuscular injection.




Blodefense Applications

In collaboration with the Clevetand Clinic, our scient/sts have demonstrated that injecting Protectan CBLB502 inte mice protects them from
letan} doses of total body gamma radiation. An important advantage of Protectan CBLBS02, above any other mdioprotectant known to us, is the ability
to cffectively protect not only the hematopoictic system, but ilso the gastrointestinal, or G, tract, which arc among the most sensitive arcas of the

- inrnen body to radiation, High levels of radiation, among othe; cffects, induce moderate o severe bone marmow damage. The immune and blood stem

cells are also depleted and death is caused by anemin, infectio:y, blecding and poor wound healing. Protectan CBLBS502's sbility to effectively protect
the hematopoicetic system and Gl trect may make Protectan CBLB502 uniquely useful a3 a radioprotective antidote. Protectan CBLB502 was shown to
be safe at its thempeutic doses in rodents and non-human pririates. In addidon, Protectan CBLBS02 bas proved to be 8 stable compound for storage
pwposes. It can be stored 8t temperntures close to freezing, room tempemture or extreme heat. Manufacture of Protectan CBLBS02 is relatively
inexpensive, due to its high yicld bacterial producing strain and simple purification process.

Our research bas also demonstrated that a single injection of less than 1% of the maxinmun tolerable dose of Protectan CBLBS502 protected
greater than §0% of NIH Swiss mice from exposure to as higs as 13 Gy of total body imredistion. Nootherknowncompo\mdsmdcvelopmcm show
this degree of protective effect from this level of radiation expc sure,

Protectan CBLBS02 also showed strong radioprotective efficacy &3 a single therepy in non-buman primates, enabling the survival of 709 of
the animals that received whole-body radiation, versus the control group, in which 75% of the animats died. Of the non-human primates in the control
group that survived, aone were without significant abnonmalities. In contrast, the surviving non-human primates treated with CBLB502 possessed no
significant structural gbnormalitics in their bone mamow, inumunc systemn orgens, or small intestines after 40 days. This is consistent with data
previously obtained from triels on mice. Irradiated mice treatt d with CBLBS502 survived to their normal life span without developing any significant
abnormalities and while preserving the normal formation of blood cells (hematopoicsis). This data suggests that CBLB502 may offer true protection
from gamma-irmdiation induced Acute Radiation Syndrome, including the lethal effects on both the G! and hematopoietic systems.

Regulatory Status

Extraordinary mdioprotective propertics, an excellent toxicity profile, cutstanding stability and inexpensive production of Protectan CBLBS02
male it & primary candidate for entering formal preclinical and clinical studics. lnitially, Protectan CBLBS02 will be developed for non-medical
purposes — as a radioprotectant antidote for the protection of people from severe doses of ionizing diation. Our drug development strategy complies
with the recently adopted Food and Drug Administration, or F DA, rules for investigational drugs that address situations such as radiation injury, where
it would be uncthical to conduct efficacy studics in humans, While Phase 1} and Phase 111 burnan clinical trials are normally required for the marketing
spproval of an investigational new drug, under the new FDA 1ules, Protectan CBLB502 would be considered for approval for this indication based on
Phase I safety smdies in humens and efficacy studies in two animal specics (rodents and non-human primates). Based upon this expedited approval
process, Protectan CBLB502 could be approved for non-medizal applications within 24 to 36 months. Because Phase 1] and Phase 1] testing involves
applying a drug candidate to 8 large numbers of participants *vho suffer from the targeted disease and condition, and can last for a total of anywhere
from three to six o more years, bypassing thesc phases represents a significant time and cost savings in receiving FDA spproval,




As part of this expedited approval process, the FDA has indicated that it intends to engage in s highly interactive review of Investigational
New Drug, or IND, applications and New Drug Applications, or NDAs, and to provide for eccelerated review or approval of certain medical products
for conmterterrorism applications, including granting cligible spplications “Fast Track” approval status. The Fast Track designation ordinarily allows &
product to be considered for accelerated approval through the use of surrogate endpoints to demonstrte effectivencss. As s result of these provisions,
the FDA has broader authority to consider evidence of partial cumor shrinkage of other surrogate endpoints of clinical benefit in deciding on approval.
This new policy iy intended to facilitate the study of cancer therapies and shorten the total time required for marketing approvals.

Ip cuscs where priority review is given to Fast Track applications, the applicam! is permitted 10 submit spplications on & rolling basis. We plan
to apply for Fast Track approvel upen the filing of our IND application for Protectan CBLBS02. If Protectan CBLB502 is approved for Fast Track
status, we intend to market it outside of the U.S,, to the extent permitted by U.S. and foreign government authoritics.

In order for us to roceive final FDA approval for Protectan CBLBS02 for non-medical applications, we need to:

o Manufacture our drug candidate sccording to current Good Manufacturing Practices, or cGMP, guidelines;
o Repent our animal studies with the GMP manufictared drug candidate;

» File an IND and receive a response from the FDA;

o Perform a Phase | Humsn Study (which does not require GMP-manufactured material and can be done concurrenly with the rest of
the stcps); and

e File a Biologic License Application, or BLA.

In our most optimistic business scenario, all of these steps could be sccomplished by mid-to-late 2008. In 8 more conservative business
scenario, ft may take up to 30 months or more to complets the development and file the BLA for the approval of Protectan CBLB502 for non-medical
applications. We are currently engaged in the process of completing the cGMP-compliant manufacturing, and we plan to hold the pre-IND mecting
with the FDA ip April 2007 to finalize our developmental program. . '




‘The Project BioShield Act of 2004, which further expedites the approval of drug candidates for certain uses, iy intended to bolster our pation’s
ability to provide protections and countermeasures against biolagical, chemical, rediological or nuclear agents that may be used in a military, terrorist
or nuclear artack. The principal provisions of chis law are to;

» Facilitate R&D efforts of biomedical counterineasures by the National Institutes of Health, or NIH;
* Provide for the procurement of needed countermeasures thyough a special reserve fund of $5.6 billicn over ten years; and
¢ Authorize, under limited circumstances, the exnergency use of medical products that have oot been epproved by the FDA.

This law also allows for the use of expedited peer review when assessing the merit of grants and contracts of up to §1,500,000 for
countermeasure research. We have becn awarded a $1,500,000 :escarch grant pursuant to this law,

Market Opportunities

Protectan CBLBS02 i3 & candidate for procurement y the U.S. Department of Defense, or DoD. I general, the procurement process is
conducted on the basis of full and open competition that canot be limited, unless the DoD determines that the public requesting policy would
otherwise seriously jeopardize national security.

Prior to determining the best treatment, the DoD issu:3 & Request for Information, or RFI, for treatments available or in development for &
specific condition resulting from an identified threat. The RF1 provides an incentive for companies to research and develop countermeasures that are
supurior to those selected for stockpiling. Through the RFL co npanies may compete for future contracts that will revise and update stockpile content
for tmerging threats, advanced technologics and new countermizsures.

Following its review of the responses it receives, tie DoD issues a Request for Proposal, or RFP. The RFP solicits proposals for the
mapufacturing of specified treatments for & defined number of (Joses 10 be delivered within a specified timeframe (8 maximum of ¢ight years).

If the product or the use indicated in the RFP of an approved product is not approved, licensed, or cleared for commercial distribution at
completion of the review, the DoD has the authority to procure the required amount if it has:

¢ Determined that sufficient and satisfactory clinical experience or research data (including data, if available, from pre<clinical and
clinical trials) support a reasonable conclusioa that the countermenasure will qualify for approva! or licensing within eight years after
the dato of a determination; and




¢ Determined that the product is authorized for emergency use.

The DoD, through the U.S. Army Space and Missile Defense Command, recently issued a RFP for the Advanced Development of Modical
Radiation Countermeasures, of MRC. According to the RFP, the objective of the MRC project is to develop a post-exposure MRC through a Fhase |
climical tria! and, pending successful completion of the Phase I clinical trial, develop the MRC product through approvalllicensure with the FDA and
procure quantitics of the MRC sufficient to achieve Initial Operational Capability, or IOC. A rnge of 50,000 to 500,000 doses has been specified to
achieve [OC. The RFP stated that MRC must be safe, efficacious, quick ecting, free from performance-decrementing side cffects, relatively nen-
invasive, approved by the FDA, compatible with current military countermeasures, and usable on the batile ficld. The MRC should not require
refrigrration, not have otber significant logistical burdens, and should have a relatively long shelf life.

The solicitation specifically seeks a drug/biologic intended for use after exposure to fonized radiation, or IR, bas occurred. It is anticipated that
the countermeagure, when administered following exposure to IR, will prolong survival by treating the Gl syndrome of Acute Radiation Syndrome.
Specilically, when administered following exposure to IR, the countermeasure should cither preventreduce the extent of incipient mdiation injury or
promcie repair of manifest radiation injury to allow the preservation/restoration of the anatomic integrity and rormal physiologic fimctioning of the Gl
tract. Responses to this RFP are duc in April 2007, with an anticipated contrect award on or around July 20, 2007.

We belicve Protectan CBLB302' unique ability to protect against and mitigate the damaging effects of gamma irrzdiation on the Gl system,
combined with its safety, stability and method of administration, will make it a very strong candidatc for this contract. Moreover, we are actively
engagsd in the process of completing curreat cGMP-compliant manufacturing, and we plan to submit an IND application for human safety testing by
Scpteraber 2007.

In summary, we believe that Protectan CBLB502 represents a very promising solution as both a radioprotectant and mitigator of radiation
exposire. CBLB302 has shown very encournging results in non-human primates and rodents for being effective as a radioprotectant when sdministered
as litt]s as 15 minutes prior to cxposure, and as a mitigator, if administered up to eight hours after exposure. In sddition, CBLB502 is stable in solution
and powder form, so it can be quickly dissolved and injected using self-injoctable devices, which are the preferred delivery system. Moreover, the
compeund docs not display toxicity at therapeutic doses.

The initial development of Protectan CBLB302 was supported by grants from the Department of Health and Human Services through the
Projec: BioShicld Act of 2004 and NASA.




Anticancer Applications

In addition to its military or other non-medical applications, we have found that Protectan CBLB502, on a preliminary research basis, has
been observed to dramatically increase the cfficacy of radictherapry of experimental tumors in mice. Protectan CBLBS02 appears fo increase the
tolerance of mice to radiation while having no effect on the radio: ensitivity of tumors, thus opening the possibility of combining radiotherapy with
Protectan CBLBS)2 treatment to improve the overal! anticancer eificacy of mdiotherapy. Our animal efficacy studies have demonstrated that up to
100% of mice treated with Protectan CBLBS502 prior to being exposad to rediation survived, without any associated signs of toxicity. This compares lo
8 100% mortality rate in the animal group that received a placebo dnig.

The use of Protectan CBLBS02 to ameliorate the side cflects of radistion treatment and anticancer drugs will be subject to the full FDA
approval process.

Protectan CBLB612

Qur Protectans 600 series are modified factors of Mycoplaimas. Much of our initial research in this series has been in the area of radiation
protection. Our lead cendidate in this series, Protectan CBLB612, h: s been shown to provide protection in a mouse model from lethal hematopoictic-
induced radiation sickness when administered between 48 hours piior or up to eight hours after madiation exposure. Protectan CBLB612 does not
display eny significant toxicity at its therapeutic doses in rodents and aon-human primates.

Moreover, through our research in the area of radistion proiection, we have discovered a unique property of the Protectans 600 series, which
has led to a breakthrough in the stem cell arena.

A single administration of CBLB612 resulted in a three-fold increase in the number of progenitor stem cells in mouse bone marrow within 24
hows after administretion. Furthermore, the number of these stem cells in peripheral blood was increased ten-fold within four days of administration.
Our research indicates that CBLB612 and the other compounds in the 500 serics arc not only potent stimulators of bone marow stem cells, but also
cause their mobilization and proliferation throughout the blood. This discovery opens a new and innovative way for us to address & broad spectrum of
human diseases, some of which currently lack effective reatment.

Although it is still very early in our research efforts, we believe that we may have discovered a novel method of producing adult stem cells,
which can be used without permanent immuno-suppression. The potertial applications for this technology are numerous.




A report published by the NTH division of the Department of Health and Human Services entitted "Regenerative Medicine 2006," potes that
bematopeictic stem cells have been used clinically since 1959 and are used routinely for transplantations, albeit atmost exclusively in a non-pure form.
More than 40,000 transplants were performed annually worldwide by 1995. Currently, the main indications for bone marrow transplantation are either
bematopoictic cancers (leukemiss and lymphomas), or the use of high-dos¢ chemothernpy for nonhematopoietic malignancies (cancers in other
organs). Other mdications include diseases that involve genetic or acquired bone mammow failure, such as aplastic anemia, thalsssemia sickle cell
anemix, and increasingly, autoimmune discases. Producing a ready supply of hematopoictic stem cells for an individual, without painful procedures,
risk of contamination, or side effects, would be tantamount to enabling the body to repair itself from any damage to its blood-forming system.

The development of our Protectans 600 series has been supported by a grant from the Defense Advanced Research Projects Agency of the
Depariment of Defense.

Curazins

Curaxins are small molecules that destroy tumor cells by simultancously targeting two regulators of apoptosis. Our initial test results indicate
that Curaxins can be effective against a number of malignancies, including honmone refractory prostate cancer, renal cell carcinoma, or RCC, (2 highly
fatal form of kidney cancar), and soft-tissue sarcoma.

The original focus of our drug development program was to develop drugs to treat one of the most treatment-resistant types of cancer, RCC.
Unlike many cancer types that frequently mutate or delete p53, one of the major tumor suppressor genes, RCC belongs 1o a mare category of cancers
that typically maintain a wild type form of this protein Nevertheless, RCC cells are resistant to apoptosis, suggesting that in spite of ils normal
structure, p53 is functionally disabled. The work of our founders has shown that p53 function is indeed inhibited in RCC by an unknown dominant
factor. We have established a drug discovery program to idestify small molecules that selectively destroy tumor cells by restoring the normal fimetion
to functionally impaired p53 in RCC. This program yielded a series of chericals with the desirable properties named curaxins (CBLC100 series). We
have isolated three chemical classes of curaxing. One of them includes relatives of 9-aminoacridine, the compound (hat is the core structure of many
existing drugs. Pre-existing information about this compound has allowed us to bypass the preclinical development and Phase I studies and bring one
of our drug candidates into Phase Ila clinical trinls, saving years of R&D cfforts and improving the probability of success.

One of the most important outcomes of this drug discovery program was the identification of the mechanism by which curaxins deactivate
NF-kB. This mechanism of action makes curaxins potent inhibitors of the production and the activity of NF-kB not only in its stimulated form, but also
in its basal form, The level of active NF-kB is usually slso increased in cancer cells. Moreover, dus to curaxin-dependent functional conversion of NF-
kB DNA complexes, the cells with the highest basal or induced NF-kB activity are supposed to be the most significantly affected by curaxins, Clearly,
this paradoxical activity makes deactivation of NF-kB by curaxins more advantageous compared to convennonal strategics targeting NF-kB activators.




The discovery of the mechanism of action of curaxin allowed us to predict and later experimentally verify that curaxins could be used for
treatment of multiple forms of cancers, including hormone refr sctory prostate cancer, hepatocellular carcinoma, multiple myeloma, acute lymphocytic
Ieukemia, acute mycloid leukemia, sofi-tissue sarcomas and several others,

Curaxin CBLC102

One of the curaxing from the 9-aminpacriding group is & long-known anti-infective compound known as quinacrine, which we refer to as
Cuzaxin CBLC102. It bas been used for over 40 years (o teat malaria, ostcoarthnitis and autoimmune disorders. However, we have discovered new
me:hanisms of action for quinacrine in the area of apoptosis. Through assay testing performed at Dr. Andrei Gudkov's {aboratories at the Cleveland
Clinic beginning in 2002, which included testing in & varicly of human tumor-derived ccll lines representing cancers of different tissuc origin
(invluding RCC sarcomas, prostate, breast and colon carcinom-s), we have observed that Curaxin CBLC102 behaves as a potent NF-kB suppressor and
activator of p53 in theso types of cancer cells. It has favorsblc pharmacological and tomicological profiles and demonstrates the anticancer effect in
transplants of human cencer cells into primates, These features make Curaxin CBLC102 our prime IND drug candidate among other curaxins, The
drug candidate is currently in Phase 11 clinical trials for treatm =t of hormone refractory prostate cancer. We also intend to conduct additional Phase II
clicical trials with Curaxin CBLC102 for RCC and multiple myeloma.

We intend to seck orphan drug status with respect to Curaxin CBLC102. The orphan drug provisions of the Federal Food, Drug, and Cosmetic
Act provide incentives o drug and biologic manufacturers tc develop and manufacture drugs for the treatment of rare diseases, currently defined as
discases that exist in fewer than 200,000 individuals in the V.S, We believe that Curaxin CBLC102 may qualify as an orphan drug for purposes of
treatment of hormone refractory prostate cancer, RCC, and mritiple mycloma. Under thesc provisions, 8 manufacturer of a designated orphan drug can
seelt tax benefits, and the holder of the first designated orphan drug spproved by the FDA will be granted a seven-year period of marketing exclusivity
for that drug. There it o assurance that we will receive omplum drug statys for Curaxin CBLC102. Even if we do receive orphan drug status, while the
marketing exclusivity of an orphan drug would prevent other sponsors from obteining epproval of the sarme compound for the same indication, it would
not prevent other types of drugs from being approved for the same indication end therefore may not provide sufficient protection against competitive
products,
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We have an agreement with Regis Technologics, Inc., a GMP manufacturer, to produce sufficient quantities of Curaxin CBLC102 according
to the process previously used for the production of this drug when it was in common use. On May 26, 2006, we filed our IND application with the
FDA to begin clinical trials in patients with androgen-independent prostate cancer. On Junc 26, 2006, the FDA advised us that we may initiate clinical
Phase I! studics after making additional minor modifications to the protocol.

Clinical trials with Curaxin CBLC102 began in January 2007 at the University of Chicago, Cleveland Clinic and the Case Western Reserve
Univesity Hospita) in advanced hormone-refractory {androgen-independent) prostate cancer. We apply our therapy 10 patienis who have failed o
respord satisfactorily after undergoing established cancer treatments and will use the suppression of tumor growth and prolonged patient survival as
major endpoints. An additional endpoint, prostate-specific antigen, or PSA, level reduction, will be used in the prostate trials. Elevated PSA levels arc
indicasive of the progression of prostate cancer. '

We have applied for a patent covering the use of Curaxin CBLC102 a1 an anticancer agent based on a newly-discovered mechanism of ection.
Other Curaxins

A3 mentioned above, screening of the chemical library for compounds capable of restoring normal function to wild type p$3 in the context of
RCC viclded three chemical classes of compounds. Generation of focused chemical libraries around the hits from one of these clesscs and their
structure-ectivity optimization brought about 8 new generation of curaxins. These motecules have a chemical structure different from 9-aminoacridine
(Curaxin CBLC102) and are more active and appear to be more selective of tumor cells than the representatives of the first generstion of curexins (c.g.,
Curaxin CBLC102).

Following additiona] optimization, we arc planning to embark upon the formal development of two to three additional second genemtion
curaxing.

COLLABORATIVE RESEARCH AGREEMENTS
Cleveland Clinle Foundation

We have a unique opportunity lo accelerate our development by ufilizing intellectual property, drug lcads, new rescarch technologies,
technical know-how and original scientific concepts derived from 25 years of research achievements relevant to cancer by Dr. Gudkov and his rescarch
team. Pursuznt 10 an Exclusive License Agreement we entered into with the Cleveland Clinic effective as of July 1, 2004, we were granted an exclusive
license to the Cleveland Clinic's rescarch base underlying our therapeutic platform {the CBLC100, CBLB 100 and CBLB500 scries). In consideration
for obtaining this exclusive license, we agreed to;

+ Issue to the Cleveland Clinic 1,341,000 shares of common 5tock;




o Mnke certaip milestone payments {(ranging from 350,000 to $4,000,000, dcpending on the type of drug and the stage of such drug's
development);

o Make royalty payments (calculated as a percentage of the net sales of the drugs ranging from 1-2%); and
o Make sublicense royalty payments (calculated as a p ercentage of the royalties received from the sublicenses ranging from 5-35%).

The schedule of milestone psyments is as follows:

File IND application for Protectan CBLB502 $ 50,000
Complete Phase ! studies for Protectan CBLB502 $ 100,000
Fila NDA application for Protectan CBLB502 b3 350,000
Re:zeive regulatory approval to sell Protectan CBLBS02 $ 1,000,000
Fil 2 IND application for Curaxin CBLC102 (completed May 2006} s 50,000
Commence Phase [1 clinical trinls for Curaxin CBLC102 (completed January 2007) $ 250,000
Commence Phase (11 clinical trials for Curaxin CBLC102 $ 700,000
Fil: NDA application for Curaxin CBLC102 3 1,500,000

3 4,000,000

Reqeive regulatory approval to sell Curaxin CBLCI02

Under this license agreement, we may exclusivel license additional techrologies discovered by Dr. Gudkov in this ficld by providing the
Cleveland Clinic with notice within 60 days afler receivin:g an invention disclosure report from the Clevelend Clinic relating to any such additional
technologies. We believe that this relationship will prove valuable, not only for the purposes of developing the discoveries of Dr. Gudkov and his
collcagues, but also as a source of additional new technlogies. We also expect that the Cleveland Clinic will play e critical role in validating
therspentic concepts and in conducting trials. The Cleveland Clinic may terminate the license upon a material breach by us, as specified in the
agr=ement. However, we may avoid sach termination if we cure the breach within 90 days of receipt of a termination notice.

In August 2004, we entered into a cooperative restarch and development egreement, or CRADA, with (i} the Uniformed Services University
of the Health Sciences, which inctudes the Armed Forces Fadiobiology Research Institute, (ii) the Henry M. Jackson Foundation for the Advancement
of Military Medicine, Inc., and (iii) the Cleveland Clinic, to evaluate one of our radioprotective drug candidates and its effects on intracellular end
extiecellular signaling pathways. As a collaborator under this zgreement, we are able to use the laboratories of the Armed Forces Radiobiology
Rescarch Institute to cvaluate Protectan CBLB502 and its effects on intracellular and extracelluler signaling pathways in order to improve
countermeasures to lethal doses of radiation. Under the terms of the agreement, all parties are financially responsible for their own expenses related to
the agreement. The agreement bas a five-year term, but mury be unilaterally terminated by any party upon 30 days prior written notice with or without
cause,
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Roswell Park Cancer Institute

In January 2007, we entered into & strategic rescarch partnership with Roswell Park Cancer Institute (RPCI) to develop our cancer and
radioprolectant drug candidates,

RPCI, founded in 1898, is a world-renowned cancer rescarch hospital and the nation's first cancer research, reatment and cducation center,
RPCI i3 o member of the prestigious National Comprehensive Cancer Network, an alliance of the nation's leeding cancer centers, and is one of only ten
frec-standing cancer centers in the nation,

RPCI and various agencies of the state of New York will provide us with up to $5 million of grant and other finding. We will establish a
major rescarch/clinical facility at the RPCI campus in Buffalo, New York, which will become the fourdation for several of our advanced research and
clinical trials. Andrei Gudkov, our Chief Scientific Officer, has agreed to become Sentor Vice President of Rescarch Programming and Development
for RPCI effective Apnl 2007,

Our partnership with RPC1 will cnhance the speed and efficiency of our clinical research, and will provide us with access to state-of-the-ant
clinical development facilities in partnership with a globally recognized cancer research center. We believe that our proprictary technology, combined
with the assistance of RPCI, and our continuing strong relationship with the Cleveland Clinic, will position us to become a leading oncology cormpany.
A key clement of our long-term business strategy is to partner with world-class institutions to aid us in accelerating our drug development timeline. We
believe that our firm alliances with both RPCI and the Cleveland Clinic provide us with a significant competitive advantage.

ChemBridge Corporation

Another vita] component of our dug development capabilities is our strategic partnership with ChemBridge Corporation, an established
leader in combinatorial chemistry snd in manufacturing diverse chemical librarics.

On April 27, 2004, we entered into a library access agreement with ChemBridge that, in exchange for shares of our common stock and
warrants, provides us with coatinual access 1o a chemical library of 214,000 compounds. Under the library access agreement, we have also agreed to
collabcrate with ChemBridge in the Future on two optimization projects, wherein ChemBridge will have the responsibility of providing the chemistry
compounds for the project and we will have the responsibility of providing the pharmacological/biological compounds, Upen providing CheBridge
with our data after &t least two positive repeat screening assays, which have been confirmed in at least one additional functiopal assay, ChemBridge
will have the option to select such compound as one of the two optimization projects. ChemBridge will retain a 50% ownership interest in two lead
campounds sclected by ChemBridge and all derivative compounds thereof. The parties will jointty manage the development and commercialization of
any compaunds arising from an optimization project. The parties arc discussing the possibility of entering into an additional project anising from the
optimization project. There can be no assurance the parties will agree to proceed with such project on favorable termy, or at all. The library access
agrecment docs not have a specified term or any termination provisions.




We have s strong working relationship with ChemBridge. This relationship has atready resulted in the isolstion of bioactive small molecules
with clinical potential that helped to establish cither new therapeutic concepts (p53 inhibitors) or identify molecules for important indications acting
through previously yninown mechanismg (novel class of ir hibitors of multidrug trensporters). Both lines of study have resulted in high visibility
publications and are slated for further explamtion by us.

PATENTS

As 2 result of the license agreement with the Cleveland Clinic, we have filed, on the Cleveland Clinic's behalf, thirteen patent epplications
covering new classes of anticancer and radiation-protecting compounds, their utility and mode of action.

Our intellectual property platform is based primarily on these thirteen patent applications exclusively licensed to us by the Cleveland Clinic
amv] three patent applications, which we have filed and own.

The aforementioned thirteen patent spplications licensed from the Cleveland Clinic are as follows:
« Mcthods of Inhibiting Apoptosis Using Latent TFGB;
+ Mecthods of Identifying Modulators of Apcptosis From Parasites and Uses Thereof,
« Methods of Inhibiting Apoptosis Using Inlucers of NF-kB;
+ Mcthods of Protecting Against Radiation Jsing Inducers of NF-kB;
¢ Methods of Protecting Against Radiation Jsing Flagellin;
¢ Small Molecules Inhibitors of MRPI and Other Multidrug Transporters;
» Flagellin Related Polypeptides and Uses ‘thereof;
* Modulation of Apoptosis Using Aminoacridines;

+ Modulation of Immuyne Responses;
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¢ Activation of p53 and Inhibition of NF-kB for Cancer Treatment,

o Methods of Protecting Against Apoptosis Using Lipopeptides;

» Modulation of Cell Growth; and

« Mitochondrial Cytochrome B.
The aforementioned three patent spplications, which we filed, are as follows:

s Quinacrine Isomers;

+ Modulation of Androgen Receptor for Treatment of Prostate Cancer; and

+ Method of lacreasing Hematopoietic Stem Cells (filed in January 2007)
MANUFACTURING

We do not intend to establich or operte facilities to manufreture our drug candidates, and therefore will be dependent upon third partics to do

g0. As we develop new products or increase sales of any existing product, we must establish and maintain relationships with manufacturers to produce
and package sufficient supplics of our finished pharmaceutical products. We have established & relationship with SynCo Bio Partners B.V,, 2 leading
biopharmaceutical manufacturer, to produce Protectan CBLBS02 under cGMP specifications, and have signed an agreement to produce sufficicnt
amounts for clinical trials sod the commercial market For CBLCI02, we have contracted Regis Technologies, Inc. and Aptuit, LLC to manufacture
sufficient amounts for clinical trials.

Reliance on third party manufacturing presents several risks, including the following:

» Delays in the delivery of quantities needed for multiple clinical trials or failure to manulacture such quantities to our specifications, cither of
which could cause delays in clinical trials, regulatory submissions or commenrcialization of our drug candidates;

o Inability to fulfill our commercinl oeeds in the event market demand for our drug candidates suddenly increases, which may require us (o seek
new manufacturing ammangements, which, in turn, could be expensive and time consuming; and

» Ongoing inspections by the FDA 2nd other regulatary authorities for compliance with rules, regulations and standards, the failure to comply
with which may subject us to, among other things, product seizures, recalls, fincs, Injuncnous. suspensions or revocations of markeling
licenses, operating restrictions and criminal prosecution.




COMPETTTION
Biadefense Applications

In the area of rediation-protective antidotes, the most vizible market participant is Hollis-Eden Pharmaceuticels, Inc., a biopharmaceutical
company that is working on the development of a new class of investigational drugs known as Immune Regulating Hormones (IRH). Hellis-Eden’s
major developmental focus is on HE2100 {also known as NEUMUNE™ and S-Adrostenediol), which is licensed from Virginia Commonweelth
Upiversity. In 2002, Hollis-Eden entered into 8 CRADA with the 130D to jointly develop HE2100 as a radioprotectant. The compound is currently in
Phase | clinical trials,

Anticancer Applications

Tte arsenal of medical rediation-protectors is limited to ETHYOL™ {amifostine), sold by MedImmune. This radiation-protector is limited
because of the serious side effects of the drug. Other mdiation-protex:tors may enter the market,

Biomedical research for mnticancer therapies is a large industry, with many companics, universitics, research institutions and foreign
government-sponsored companies competing for market share. The top ten public U.S.-based companies involved in cancer therapy have a combined
market capilalization exceeding $1 trillion. In addition, there are several hundred biotech companies who have as their mission anticancer drug
development. These companies account for the approximately 150 anticancer compounds currently in drug trials. However, despite the numerous
corapanies in this field, there is still a clear, unmet need in the anticancer drug development market.

Each of the approximately 200 types of cancer recognized Ly the NCI has dozens of su&ypeg both etiological and on & treatment basis. Due
to this market segnentation, the paradigm of a one-size-fits-all, supt r-blockbuster approach to drug trestments does not work well in cancer therapy.
Cuirently, even the most advanced therapeutics on the market do not provide substantial health benefits.

This suggests that innovative anticancer therapics are driven by the modest success of current therapeutics, the aced for an improved
understanding of the imderlying science, and a shift in the teatment paradigm towards more personalized medicine. Qur technology addresses this
need for an improved understanding of the underlying science and implements s fundamental shift in the approach to developing anticancer therapies.

Stem Cell Mobilization
G-CSF (filgrastim, Amgen) is the current standard against w.iich all other mobilization agents for stem cells are measured. This is because it
has been shown to both mobilize more CD34+ stem celts and havc les: toxicity than any other single agent against which it bas been tested to date. Use

of (3-CSF caused deaths atiributed to thrombosis (acute myocardial i 1farction and stroke) in sibling donors. Other side cffects include pain, nausea,
vomiting, diarchca, insomnia, chills, fevers, and night sweats,
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Sargramostim (Bzrlex, Richmond, CA) as a single agent is used less often today for mobilization than G-CSF, because it mobilizes somewhat
less well than G-CSF and because of a relatively higher incidence of both mild and severe side effects. Erythropoictin, now commonly used amoog
cancer patients undergoing chemotherapy to maintain hemoglobin in the near normal range, also has some ability to mobilize CD34+ cells.

Otber Sources of Competition

In addition to the direct competition outlined above, there is potential for adverse market effects from other outside developments. For
cxample, producing a new drug with fewer side effects reduces the need for anti-side effects therspies. Because of this, we must monitor & broad area
of anticancer R&D and be ready to fine-tune our development as needed.

The biotechnology and biopharmaceutical industrics are characterized by rapid technological developments and intense competition. This
compesition comes both from biotech firms and from major pharmaceutical and chemical companies, Many of these companies have substantially
greater financial, marketing and human resources than we do (including, in some cases, substantially greater experience in clinicel festing,
manufucturing and marketing of pharmaceutical products), Owr drug candidates’ competitive position among other bioech and biopharmaceutical
companies mey be based on, among other things, patent position, product cfficacy, safety, reliebility, availability, patient convenience/delivery devices
and price, 25 well as the development and marketing of new competitive products.

We also experience competition in the development of our drug candidates from universitics and other research institutions and compete with
others in acquiring technology from such universitics and institutions. In addition, certain of our drug candidates may be subject to competition from
products developed using other technologies, some of which have completed numerous clinical trials. As a result, our actoal or proposed drug
candidates could become obsolete before we recoup any portion of our related R&D and commercialization expenses. However, we believe our
competitive position is enhanced by our commitment to research leading to the discovery and development of new products and manufacturing
methods.

Some of gur competitors are actively engaged in R&D in areas where we also are developing drug candidates. The competitive marketplace
for our drug candidates is significantly dependent upon the timing of entry into the market. Early entrants may have imponant advantages in grining
product acceptance and market share contributing to the product’s eventual success and profitability. Accerdingly, in some cases, the relative speed
with which we can develop products, complete the testing, reccive approval from regulatory agencies, and supply commercial quantities of the product
to the market is vital towards establishing 8 strong competitive position.




Our ability to sell to the government also can be influenced by indirect competition from other providers of products and scrvices. For
instance, a major breakthrough in an unrelated area of biodefense could cause 8 major reallocation of government funds from radiation protection.
Likewise, an outbreak or threatened outbreak of some other form of discase or condition may also cause s reallocstion of funds away from the
condition that Protectan CBLBS02 is intended to address.

GOVERNMENT REGULATION

The R&D, manufacturing and marketing of drug c:indidates are subject to regulation, primarily by the FDA in the U.S. and by comparable
autborities in other countries. These national agencics and other federal, state, loca! and foreign entities regulate, among otber things, R&D activitics
{intluding testing in primates and in bumans) end the testing, manufacturing, handling, labeling, storage, record keeping, approval, advertising and
premotion of the products that we are developing. Noncomplirnce with applicable requiremnents can result in vanous sdverse consequences, including
spproval delnys or refusals to approve drug licenses or other applications, suspension or termination of clinical investigations, revocation of regulstory
epprovals previously granted, fines, criminal prosecution, recalls or seizures of products, injunctions against shipping drugs, and total or partial
suspension of production and/or refusal to allow a company 10 enter into goverumental supply contracts,

The process of obtaining FDA approval for 8 pow «rug may take many years and gencrally involves the expenditure of substantial resources.
The: steps required before & new drug can be produced and marketed for buman use include clinical trials and the approval of ap NDA.

Preclinical Testing

In the preclinical phase of development, the promising compound is subjected to extensive laboratory and animal testing to determine if the
corapound is biologically active and safe.

Investigetional New Drog (IND)
Before buman tests can start, the drug sponsor mujt file rn IND application with the FDA, showing how the drug is made and the results of

animal testing. IND status allows initistion of clinical investigation within 30 days of filing if the FDA does not respond with questions during the 30-
day period. ' :




Homno Cliaical Testing

The human clinical testing program usuatly involves three phases that generully are conducted sequentially, but which, particularly in the casc
of anti-cancer and other life-saving drugs, may overlap or be combined. Clinicat trials are conducted in accordance with protocols that detail the
objectives of the study, the parameters to be used 1o monitor safety and the efficacy criteria to be cvaluated. Each protocol is submitted to the FDA a3
part of the IND filing. Each clinical study is canducted under the direction of an independent Institutional Review Board, or TRB, for each institution at
which the study will be conducted. The IRB will consider, among other things, ell existing pharmacology and toxicolegy information on the product,
cthical factors, the risk to human subjects and the potential benefits of therapy relative to risk.

In Phase 1 clinical trials, studies usually are conducted on healthy volunteers or, in the case of certain terminal illnesses such as advanced
prostate cancer, patients with the disease that hes failed 10 respond to other treatment, to determine the maximum tolerated dose, side effects and
phanmacokinetics of a product. Phase 11 studics are conducted on 8 small number of paticnts having a specific diseasc to determine initial efficacy in
humans for that specific disease, the most cffective doscs and schedules of edministration, and possible adverse effects and safety risks. Phase [11LI
trials ctiffer from Phase 11 in that the trials involved may include more patients and, at the sole discretion of the FDA, be considered the “pivotal” trials,
or trials that will form the basis for FDA approval, Phase Il trials normally involve the pivotnl trials of 8 drug, consisting of wide-scale studies on
patienls with the same disease, in order 10 evaluate the overall benefits and risks of the drug for the treated disease compared with other available
thernpies. The FDA continually reviews the clinical uial plans and results, and may suggest design changes or may discontinue the trials at any time if
significant safety or other issues erise.

As described sbove, for several of the product opportunities we are pursuing, we may apply for approval based upen a rule adopied by the
FDA in 2002, titted “Approval of New Drugs When Human Efficacy Studies Are Not Ethical or Feasible” (Part 314, Subpant I}, which is also referred
1o a3 the two animal rule. Pursuant 1o this new rule, in situations where it would be unethical to conduct treditional Phase II and Phase III efficacy
studies in humans, as s the case with countermeasures to a number of weapons of mass destruction, the FDA will review new drugs for approval on
the besis of safety in humans and efficacy in relevent animal models.

New Dirug Applicaticn (NDA)

Upon successful completion of Phase 1M clinical trials, the drug sponser files an NDA with the FDA for approval, containing all information
that hzs been gathered. The NDA must include the chemical composition of the drug, scientific rationale, purpose, animal and laboratory studies,
results of buman tests, formation and production details, and proposed labeling.

Following any initial regulatory approval of any drugs we may develop, we will also be subject to continuing regulatory review, including the
revicw of adverse expericoces and clinical results tha are reported after our drug candidates are made commercially available. This will include results
from any post-marketing tests or vigilance required as a condition of approval. The manufiicturer and manufacturing facilitics we usc w make any of
our drug candidates will also be subject to periodic review and inspection by the FDA. The discovery of any previously unknown problems with the
drug, manufacturer or facility may result in restrictions on the drug, manufacturer or facility, inchuding withdrawal of the drug from the market. We do
pot have, and currently do not inteod 1o develop, the ability to manufacture material for our clinical trials or on a commercial scale. Reliance oo third-
party manufscturers entails risks to which we would not be subject if we manufectured drugs ourselves, including reliance on the thind-party
manufi.cturer for regulatory complisnce, Qur drug promotion and advertising is also subject to regulatory requirements and continuing FDA review,
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The testing and approval process is likely to requin: substantial time and effort, and there can be no asszrance that any FDA approval will be
gnmnted on a timely basis, if at all. The approval process i3 affected by a number of factors, primarily the side effects of the drug (safery) and is
therapeutic benefits (efficacy). Additions] preclinical or ¢ ipical trials may be required during the FDA review period and may delay marketing
approval, The FDA may also deny an NDA if sppliceble regulatory critenia are not met.

The FDA reviews the results of the clinical trials sand may order the temporary or permanent discontinuation of clinical trials st any time if it
believes the drug candidate exposes clinical subjects to an unacceptable health risk. Investigational drugs used in clinical studies must be produced in
compliance with current GMP rukes pursuant to FDA regulations.

Sales outside the U.S. of products that we develop will also be subject to regulatory requirements governing human clinical trials and
merketing for drugs and biclogical products and devices. The requirements vary widely from country to country, but typically the registration and
approval process takes several years and requires significart resources. In most cascs, even if the FDA has not approved a product for sale in the U.5.,
the product msy be exported to any country if it compliea with the laws of that country and has valid marketing authorization by the appropriate
authority. There are specific FDA regulations that govern this process.

We also arc subject o the following risks and obli;sations, among others:

¢ The FDA or foreign regulators may interpret daa from pre-clinical testing and clinical trials differently than we interpret them;

e If regulatory approval of & product is granted, tac approval may be limited to specific indications or limited with respect to its distribution.
In addition, many foreign countries control pric:ng and coverage under their respective national social security systems;

+ The FDA or foreign regulators may not approve pur manufacturing processes or manufhcturing facilities;

« The FDA or foreign regulators may change their approval policies or adopt new regulations;
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« Even if regutatory approval for any product is obtained, the marketing license will be subject to continual review, and newly discovered or
developed safety or effectiveness data may result in suspension or revocation of the marketing License;

» If regulatory approval of the produet candidate is granted, the marketing of that product would be subject to adverse event reporting
requirements and a gencral prohibition against promoting products for unapproved or “off-label™ uses;

« In some foreign countries, we may be subject to official release requirements that require each batch of the product we produce to be
officially released by regulatory suthorities prior to its distribution by us; and

s We will be subject to contipual regulatory review and periodic inspection and approvel of manufacturing modifications, including
compliance with current GMP regulations.

The manufacturing and marketing of our propased products and our R&D activities are and wil continue to be subject to regulation by
feders), state and Jocal governmental authoritics in the U.S. and other countries. In the U.S., pbanmaceuticals are subject to rigorous regulation by the
FDA, which reviews and approves the marketing of drugs. The Federal Food, Drug and Cosmetic Act, the regulations promulgated thercunder, and
other feders) and state statutes and regulations govern, among other things, the testing, manufacturing, labeling, storege, record keeping, advertising
and promotion of our potential products.

DIRECTORS AND EXECUTIVE OFFICERS

Our directors and executive officers and their ages as of Marcb 1, 2007 are as follows:

Name Age Positon
Bemard L. Kasten (02X%) 60 Director, Chainman of the Board
James }. Antal (0X2)(3) 56 Director
Paul DiCorleto (1) () 55 Director
Michae! Fonstein, Ph.D. (1) 47 Director, President and Chief Executive Officer
Andrei Gudkov, Ph.D. (1) 50 Director, Chicf Scientific Officer
Yakov Kogan, Ph.D. (1) 33 Director, Executive Vice President, Business Development
H. Dzriel Perez (1(2¢3) 57 Director
John A. Marhofer, Jr., CMA, CFM 44 Cbief Financial Officer

(1} Each of the directors has been appointed to hold office until the next annual meeting of stockholders or until their successor is duly clected or
appointed, unless their office is earlier vacated.
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{2) Member of the Audit Committee, Nominating and Corporme Governance Committes and Compensation Committee.
(3) Determined to be independent, in accordance with the nules of the Nasdaq Capital Market.

Bernard L. Kasten, M.D. Dr. Kasten became a member of cur board on July 20, 2006 and was sppointed Chairman of the Board on August 30,
2006. From 1995 to 2004, Dr. Kasten served at Quest Diagnstics Incorporated where be was Chief Laboratory Officer and most recently Vice
President of Medical Affairs of the MedPlus Inc. Subsidiary. I)r. Kasten served 4y a director of SIGA Technologies from May 2003 to December,
2006, and as SIGA’s Chicf Executive Officer from July 2004 through April 2006. Dr_ Kasten is also & director of seversl privately held companies. Dr.
Kusten is s graduaie of the Ohio State Univensity College of Medicine. His residency was served at the University of Miami, Florida and he was
awarded fellowships at the National Institutes of Health Clinice]l Center and NCI, Bethesda, Maryland. He is a diplomat of the American Bband of
Pathology with certification in anatomic and clinical pathology with sub-specialty cenification in Medical Microbialogy.

James J. Antal Mr. Antal became a member of our board on fuly 20, 2006. Mr. Antal served as Chief Financisl Officer of Experizn from 1996 to
2001 and as Chicl lnvestment Officer of Experian from 2001 o 2002. Experian is a leading global provider of consumer end business credit
information, direct marketing information services, and integra'ed customer relationship management processes. He also served on the Board of
Directors of First American Real Esiate Solutions; an Experian joint venture with First American Financial Corp. Mr. Antal earned a Bachelor of
Science degree in Business Administretion with an Accounting major from The Ohio State University in 1973. He became a Certified Pubtic
Accountant (Ohio) in 1975, Starting in 2002, Mr. Antal served a3 :in edvisor to the board of directors for Plexus Vaccine, Inc., a biotech company, until
it was acquired by SIGA Technologies in 2004. [n Deccmber 2004, be joined the SIGA board of directors, and also currently serves on its audit and
corporate governance committees. From May 2004 to August 200%, he was cogaged as the Chief Financial Advisor to the Black Mountain Goid Coffce
Ca. In July 2005, be joined Pathway Data Inc, 8 privately held cotapany engaged in consumer credit notification and identity theft assistance services,
a3 its pant-time Chief Financia) Officer.

Paul E. DiCorleto, Ph.D. Dx. DiCorlcto hzs scrved s ont of our dircctors since 2004. He is the Chairman of the Lerner Rescarch Institute of the
Clizveland Clinic and Chairman of the Department of Molecular Medicine at the Case School of Medicine. Dr. DiCorleto reccived his undergmduate
training in chemistry at Rensselaer Polytechnic Institute and his doc lorate in biockemistry from Cornell University, Dr. DiCorleto’s research focuses gn
tbe molecular and celfular basis of atheroscikerosis. He has been with the Cleveland Clinic since 1981, having served previously as Chairman of the
Department of Cell Biology, a3 an Associate Chicf of Staff, and as 1 member of the Clinic's Board of Governors and Board of Trustees. Dr. DiCorieto
is currently sevving, as the most receat past president, on the Execytive Committee of the North American Vascular Biology Organization, as chair of
the Vascular Biology study section of the national American Heant Association, and as o member of the Association of American Medical Colleges®
Advisory Panel on Research.
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Michael Fonstein, PAD. Dr. Fonstein has served as owr Chicf Exccutive Officer and President since our igception in June 2003. He served ss
Director of the DNA Sequencing Center at the University of Chicago from its creation in 1994 to 1998, when be left to found Integrated Genomics,
Ine. located in Chicago, Nllinois. He served as CEQ and President of Integrated Genomics from 1997 to 2003, Dr. Fonstein bas won severnl business
awards, including the [ncubator of the Year Award from the Association of University Retated Research Parks. He was also the winner of s coveted
KPMG [llinois High Tech Award.

Andrel Gudkov, Ph.D., D, Sci. Dr. Gudkov has served as one of our directors and as our Chicf Scientific Officer since our inception in June 2003,
Prior to 1990, be worked st The Netional Cancer Research Center in Moscow, where he led a broad research program focused on virology and cancer
drug resistance. [n 1990, be reestablished his lab at the University of Illinois at Chicago where he became a tenured f2culty member in the Department
of Molecular Genetics. His tab concentrated on the development of ncw functional gene discovery methodologics and the identification of new
candidnte cancer treatment targets. [n 1999, be defined p5) as & major determinant of cancer treatment side cffects and suggested this protein as @
target [or themapeutic suppression. In 2001, Dr. Gudkov moved his laboratory to the Lemer Research Institute at the Cleveland Clinic where he became
Chairmran of the Department of Molecular Biology and Professor of Biochemistry at Case Western Reserve University. Dr. Gudkov has sgreed to
becomt: Senior Vice President of Research Programming and Development for Roswell Park Cancer Institute effective April 2007. He will also
becomt: an employee of CBL ar that time.

Yakov Kogan, PA.D. Dr. Kogan has scrved as one of our directors and es our Exccutive Vice President of Busincss Development since our
inception in June 2003 and as Secretary since March 2006. From 2001 10 2004, £ Director for Business Development a1 Intcgrated Genomics, he was
responzible for commercial sales and expansion of the company’s capital base. Prior to his tenure in business development, Dr. Kogan worked as o
Group Leader/Senior Scicntist at Integrated Genomics and ThermoGen, Inc. end as Research Associate at the University of Chicago. Dr. Kogan holds
a Ph.D. degroe in Molecular Biology from VNI Genetica, as well as an M.S. degree in Biology from Moscow State University.

H. Danlel Perer, M.D. Dr. Perez became 8 member of our board on July 20, 2006. Dr. Perez is currently a Venture Partner at Bay City Capital,
LLC, & venture firm located in San Francisco. From 2001 until 2006, Dr. Perez was the President and CEQ of Berlex Biosciences. He joined Berlex
Biosciences in 1993. Berlex Biosciences combined biotechnology and pharmaceutical discovery and development technologics to deliver innovative
treatments for cardiovasculy, cancer and immuno-based disorders. He camned his undergraduate degree 8t Mariano Merene School, Argentina and
gradunted from Buenos Aires University Medical School, ARter completing 2o intemship and residency in internal medicine at Beth Israel Medical
Center in New York, Dr. Perez was a Fellow in Rheumatology at New York University-Bellevue Medical Center. He served on the NYU faculty until
he was reciuited by the University of Califomia at San Francisco (UCSF) Medical School to start the Rosalind Russe!l Arthritis Center &t San
Francisco General Hospital under the direction of Dr. Ira Goldstein. Dr. Perez is currently a Professor of Medicine at UCSF.
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John (Jack) A. Marhofer, Jr., CMA, CFM Mr. Marhofer joined us as Controller and General Meneger in February 2005 and was subscquently
appointed to be our Chief Financial Officer in August 2005. He was Corporate Controller of Litchouse Products, Inc. from June 2001 to February
2005. Mr. Marhofer camed his Bacheloe of Scicnce in Acco mting and Marketing from Miami University in Ohio in 1984, and his Mesters in Business
Administration in Finance from Akyon University in Ohio ia 1997, where he was named to the National Horor Society of the Financial Management
Association. . .

EMPLOYEES
As of December 31, 2006, we had 35 employees.
RECENT DEVELOPMENTS

On March 16, 2007, we consummated 8 transaction with various accredited investors pursuant to which we agreed to sell to the investors, in a
private placement, an aggregate of approximately 4,288,7.2 shares of Series B Convertible Preferred Stock, par value $0.005 per share, or Series B
Preferred, and Series B Warrents to purchase approximatel/ 2,144,356 shares of our common stock pursuant to & Securitics Purchase Agreement of the
same date. The aggregate purchase price paid by the investors for the Series B Preferred and Serics B Warrants was approximately $30,000,000. After
related fees and cxpenses, we received net proceeds of apyroximately $29,000,000. We intend to use the proceeds for genemt corporate and working
cayrital purposes, including, without limitation, preparing o'ir response to the RFP recently issued by the DoD described sbove,

Sunrise Securities Corp., or SSC, Recdiand Cap.tal Partners, an Institutional Division of Financial West Group, and Basic lnvestors, Inc.,
served as placement agents for the transaction. In consideration for their services, each agent (and or its designecs) received compensation as follows:
SSC received an aggregate of 290,298 shares of Series B Preferred, Series B Warrants to purchase an aggregste of 145,149 shares of common stock,
antl Scries C Warrants, bearing an exercise price of $11.00 per share, to purchase 267,074 shares of common stock; Reedland received Scries B
Wamanis to purchase an aggregate of 63,543 shares of ccmmon stock and cash compensation (in licu of shares of Series B Prefomred and additional
Scries B Warrants) of $444,800; Basic Investors receivec. Series B Warrants to purchase an aggregate of 12,480 shares of Common Stock and cash
cotapensation (in liew of shares of Series B Preferred and ¢ dditional Scries B Warrants) of $87,360.




In the aggregate, the Serics B Preferred and the Series B Warrants issued in the transaction are convertible for and exercisable into, as of the
date bereof, » maximum of approximatcly 6,944,538 shares of common stock (subject to adjustments for stock splits, anti-dilution, etc.). Nasdaq
Markeplace Rule 43 5i){1 XDXii) requires that, for the sale, issuance or potential issuance by us of common stock (or securitics convertible ito or
exercisable for common stock) equal to 20% or more of the common stock outstanding before the issuance, for less than the greater of book or market
value of the common stock, we must obtain stockholder approval for the issuance. Accordingly, the conversion of the Series B Preferred and the
exercire of the warrants into common stock by their respective bolders are cach limited by and subject to obtaining stockholder approval. Our Board of
Directors has resofved to seck this approval at our 2007 annual stockholders meeting, and to recommend to our stockholders that such approval be
given. (n conmection therewith, we have scheduled our 2007 annual meeting to be held on June 12, 2007 for stockholders of record as of April 17, 2007

Notwithstanding the conversion rights of the Series B Preferred holders and us, and the exercise rights of the hoidersof Series B Warranis and
us, we may not issue any shares of common stock in conversion of the Scrics B Preferred or in exercise of any Series B Warrant if the conversion or
exercise would either (1) cause the applicable holder to beneficially own 2 nomber of shares of common stock that exceeds 9.99% of the number of
shares of common stock outstanding after giving effect to the conversion or exercise, or (2) cause us (o issue 8 number of shares of common stock that
would exceed the number of shares of common stock that we can issue under the rules and regulations of the exchange on which those shares are
traded (which currenily, under the rules of the Nasdag Capital Market, is 20% of our outstanding shares of common stock) until such time as we
receive the approval of our stockholders for the issuances in accordance with the rules of the Nasdeq Capital Market described above. The hotders of
Series T Wasmrants may exercise et any time after September 16, 2007 until expiration, provided, however, that the holders of the Series C Warramnts
may not excrcise until stockholder approval, as required by the Nasdeq Capital Market, is obtained.

In connection with obtaining stockholder approval of the foregoing issunnces, on March 16, 2007 we entered into a Voting Agreement with
Michael Fonstein, Andrei Gudkov, Yakov Kogan, the Cleveland Clinic, ChemBridge, Suarise Equity Partners L.P., or SEP, and S5C, each of whom
agreed 10 vote in favor of authorizing the issuznce of the shares of common stock underlying all of the Series B Preferred and the warmants. In the
aggregnte, these parties 10 the Voting Agreemem hold approximately 59% of our outstanding common swock.

In ¢connecuon with the Securities Purchase Agreement, we also entered into a8 Registration Rights Agreement with the Buyers, dated as of
March 16, 2007. Under the Registration Rights Agreement, we granted the Buyers certain registration righis with respect to common stock issuable
upon conversion of the Series B Preferred or exercise of the warrants. On or prior to June 14, 2007, we are required to prepare and file with the SEC a
registration statement on Form S-3, or on another appropriate form, covering the resalc of all of the shares of common stock issuable upon conversion
of the Series B Preferred and upon exercise of the warrants, subject to any limitations impaosed by the SEC.
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SEP, one of the investors, together with its affiliates is & holder of more than 10% of our cutstanding common stock. In the transactions, SEP
purchased 600,000 shares of Scrics B Prefermed and received Series B Warrams to purchase 300,000 shares of common stock. As mentioned above, we
also issued 290,298 shares of Scrica B Preferred, Scries B Warrants to purchasc an aggregate of 145,149 shares of Commeon Stock, and Series C
V/armnts to purchase 267,074 shares of common stock to S5C, an affiliate of SEP, in consideration for its services as lead placement agent. We also
eagaged SSC as our exclusive management agent regarding all exercises of the warmnts, for which we will pay SSC a fee equal to 3.5% of the
azgregate excrcise price of cach warmant, payable in cash if the excreise i3 in cash or in shares of common stock if the exercise is cashless.

AVAILABLE INFORMATION
The following information can be found on our wet site at www.cbiolabs.com;

* Al) SEC filings including our annual report on Form 10-KSB, quarterly reports on Forms 10-QSB, current reports oo Form 8-, and all
emendments and exhibits to those reports as soon a1 reasonably practicable after such material iz electronically filed with the SEC;

» Our poticies related to corporats governance, including our Corporate Governance Guidetines, Code of Ethics for Senior Executives and
Code of Conduct for all employees; aod

o The chearters of the Audit, Compensation, and Nt minating end Corporate Governance Committees of our Board of Directors.

1tem 2, Description of Praperty

Our corporate headquarters is currently located at 11000 Cedar Ave., Suite 290, Cleveland, Chio 44106, where we have leased epproximatety
LG,000 square feet of Iaboratory and office space through Apnl 2007. In addition, we have leased approximately 1,300 square feet of office space
lo:ated at 9450 W. Bryn Mswr Rd., Roscmont, Ilinois, 6018 through June 2007,

On January 12, 2007, we entered into o stretegic rescarch parmership with RPCIH to develop our cancer end radio-protectant drug candidates.
As; part of the sponsored rescarch agrecment, we have agr:ed to move our corpornte headquanters and » majority of our research staff and cfforts to 73
High St., Buffalo, New York 14203 on the site of RPCL. We plan to lcase a 28,000 square foot building for five years from July 2007, the expected
month of our move. Qur present leass in Cleveland, Ohio will continue on a month-to-month basis oo substantially similar terms.
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Item 3. Legal Proceedings
As of December 31, 2006, we were oot & party to eny litigation or other legal proceeding,
Item .1, Submisston of Matters to a Vote of Security Holders
Not applicable.
PART L
Item 5. Market for Common Equity, Related Stockholder Matters and Small Basiness Issuer Purchases of Equity Securities

Our common 5tock is traded on the Nasdaq Capital Market under the symbol CBLI and on the Boston Siock Exchange under the symbol CFB.

The following table sets forth the quarterty high and low selling prices for our common stock from July 21, 2006 (our first day of trading)
through Decemnber 31, 2006.

Common Stock

2006
H_iEh Low
4th Quarter $ 587 § 4.25
3rd Quarter {from haly 21, 2006) s 600 § 4,17

On March 23, 2007, the closing price of our common stock 28 reported by the Nasdng Capital Market was $8.59 per share. There were
approximately 137 stockholders of record of our commen stock as of such date. We have not paid cash dividends on our commeon stock 2nd do not
intend 10 do so in the foresceable future.

The SEC declared our Registration Statement oo Form SB-2 (File No. 333-131918) relating to our initial public offcring cffective on July 20,
2006. Qur initial public offering was consummated on July 26, 2006. In the initial public offering, we sold 1,700,000 shares of our common stock st an
offering price of $6.00 per share. Our underwriters were Sunrise Securities Corp. and Roth Capital Partners LLC. The sale of our common stock
generated gross proceeds to us, after underwriting discounts and expenses, but before other expenses, of $9,180,000 and net proceeds of approximately
$8,300,000. We have been using the proceeds to further the development of Protectan CBLB502 and Curaxin CBLC102, to continue research snd
development related to new generations of drugs, and for working capital and generel corporats purposes.
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On November 16, 2006, 50,000 warrants were issu2d to an ountside consultant in connection with assistance in capital raising activities that led
to the March 16, 2007 privete placement. These warantn were exercissble upon issuance at an exercise price of §6.00. The warrants cxpire on
Hovember 16, 2011.

We made no repurchases of our securities during the year ended December 31, 2006.

Itew 6. Management's Discussion and Analysls

This management’s discussion and analysis of firancial condition and results of operations and other portions of this filing contain forward-
looking information that irvolves risky and uncertainties. Our actual results could differ materially from those anticipated by the forward-looking
information. Factors that may cause such differences inchide, but are not limited to, availability and cost of financial resources, results of our R&D
efforts and clinical trials, product demand, market accepta wce and other factors discussed in the Company s other SEC filings under the heading “Risk
Factors.” This management s discussion and analysis of financial condition and results of operations should be read in conjunction with aur financial
Siatements and the related notes included elsewhere in thix filing.

Civerview

We commenced business operations in June 2003. We sccured 2 $6,000,000 investment vis a private placement of Series A Preferred Stock
ir. March 2005, On July 20, 2006, we sold 1,700,000 sharcs of common stock in our injtial public offering at $6.00 per sharc. The net proceeds from
this offering were approximately $8,300,000. Beginning Jaly 21, 2006, our common stock was listed on the Nasdaq Capital Market and on the Boston
Stock Exchange under the symbols “CBLI" and “CFB" respectively. In connection with the initial public offering, we issucd warrants to purchase
170,000 sharcs of common stock to the underwriters and ticir designees, The warrants have an exercise price of $8.70 per share.

On July 20, 20006, the effective date of our initial public offering, we issued 92,407 shares of common stock as aceurnulated dividends to the
Scries A preferred stockholders. On the same date, all of our Series A Preferred shares automatically converted on e one-for-one basis into 3,351,219
shares of common stock, and ootes of ours in the principil amount of $283,500 plus accrued interest of $29,503 automatically converted into 124,200
shares of common stock. In connection with their appo ntment to the Board, we issued to each of our three new independent directors options to
prochase 15,000 shares of common stock with an exercise price of $6.00 per share.
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On September 21, 2006, the SEC declared effective  registration statement of oury registering up to 4,433,601 shares of commeon stock for resale
from time to time by the selling stockbolders named in the prospectus contained in the registration statement. We will oot receive any proceeds from
the salc of the underlying shares of common stock, although to the extent the selling stockbolders exercise wasrants for the underlying shares of
commmon stock, we will receive the exercise price of those warrsnts, unless exercised pursuant to the cashless exercise provisions. The registration
statement was filed to satisfy registmtion rights that we had previously granted in cormection with our Series A Prefetred transaction.

Recent Developments

On March 16, 2007, we consummated a transaction with various sccredited investors pursuant to which we agreed to sell to the investors, in a
private placement, an aggregate of approximately 4,288,712 shares of Series B Convertible Preferred Stock, par value $0.005 per share, and Series B
Warrants to purchasc spproximately 2,144,356 shares of our commeon stock pursuant 1o 8 Securities Purchase Agreement of the same date. The
aggregate purchase price paid by the investors for the Series B Preferred and Series B Warrants wes approximatcly $30,000,000. After related (ccs and
expenses, we received nct proceds of approximately $29,000,000. We intend to use the proceeds for general corpomic and working capital purposes,
including, without limitstion, preparing ous response to the RFP receatly issucd by the DoD and described above. In the aggregate, the Series B
Preferred and the Scries B Wamants issued in the transaction are convertible for and cxercisable into, as of the date hereof, a maximum of
approximately 6,944,538 shares of common stock (subject to adjustments for stock splits, anti-dilution, etc.).

Proceeds from these wensactions, together with grants we have received, have supported our R&D activities to date. We arc seeking new
grants end co-development contacts with premier pharmaceutical partners to support further development of other promising leads resulting from our
R&D program.

Criticel Accounting Polictes
Our menagement’s discussion and analysis of our financial condition and results of operations is based upon our financial staternents, which
have been prepared in sccordance with generally accepted eccounting principles in the U.S., or GAAP. The preparution of these financial statements

requires us to make estimates and judgments that affect the reported amounts of our assets, liabilities, revenues, expenses and other reported
disclosares, We base our estimates on historical experience and on various other assumptions that we believe are reasonable under the circumstances.
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Note 2 to our financial statements include disclosure of our significant accounting policies. While all decisions regarding accounting policies
are impartant, we believe that our policies regarding revenue recognition, R&D expenses, intellectual property related costs and stock-based
compensation expense could be considered critical.

Revenue Recognition

We recognize revenue in accordance with Staff Accuunting Bulletin No. 104, “Revenue Recognition™ Qur revenue sources consist of
government grants, government contracts and a commercial development contract.

Graot revenuc is recognized using two different methods depending on the rype of grant. Cost reimbursement grants require us 1o submit
proof of costs incurmed that are invoiced by us to the governmen agency, which then pays the invoice. In this case, grant revenuc is recognized at the
time of submitting the invoice to the government agency.

Fixed-cost grants require no proof of costs and are paid as & request for payment is submitted for expenses, The grant revenus under these
fixed cost grants is recognized using a percentage-of-completion :nethod, which uses assumptions and estimates. These assumptions and estimates are
developed in coordination with the principal investigator performing the work under the government fixed-cost grants to determine key milestones,
cxpenses incurred, and deliverables to perform a percentage-o1completion analysis to ensure that revenue is appropristely recognized. Critical
estimates involved in this process include total costs incurred and yoticipated to be incurred during the remaining life of the grant.

Government contract revenue is recognized periodically upon delivery of an invoice for allowable R&D expenses according to the terms of
the contract. Commercial development revenues are recognized when the service or development is delivered.

R&D Expenses

R&D costs are expensed a8 incurred. These cxpenses consist primarily of our proprictary R&D ‘efforts, inchuding salaries and related expenses
for personnel, costs of materials used in our R&D, costs of facilitics and costs incurred in connection with our third-party collaboration cfforts. Pre-
approved milcstone payments made by us to third parties under <ontrected R&D arrangements are cxpensed when the specific milestone has been
achicved. As of December 31, 2006, no milestone payments have >een made, although $50,000 had been accrued for milestone payments relating o
the filing of an IND with the FDA for Curaxin CBLC102. Onc: & drug receives regulatory approval, we will record any subsequent milestone
paymcenots in identifiable Intangibic assets, less accumulated amortiziition, and amertize them evenly over the remaining agreement term or the expected
drug life cycle, whichever is shorter. We expect our R&D cxpenses -0 increase as we continuc to develop our drug candidates.
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Iiutellecrual Property Related Costs

We capitalize costs associated with the preparation, filing and maintenance of our intellectual property rights. Capitalized intellectual property
is reviewed annually for impairment. If a patent epplication is approved, costs paid by us essociated with the prepartion, filing and maintenance of the
patent will be amortized on a straight line basis over the shorter of 17 years or the anticipated uscful life of the patent If the patent spplication is not
gpproved, costs paid by us associated with the preparation, filing and maintenance of the patent will be cxpensed as part of general and administrative
expenses at that time.

Through December 31, 2005, we had capitnlized $76,357 in expenditures associated with the preparstion, filing and maintenance of certain of
our patents, For the year ending December 31, 2006, we capitalized an additional $176,621 relating to these costs, totating $252,978. For the periods
ending; December 31, 2004 and December 31, 2003, these costs were expensed as general and administrative costs and were 349,275 and 521,690,
respectively.

Siock-based Compensation

The Finmncinl Accounting Standards Board (FASB) issued SFAS No. 123(R) requiring all shere-based payments to employees, inchuling
grants of employee stock options, be recognized in the statement of cperations based at their fair valucs. The Company values employee stock based
compensation under the provisions of SFAS 123(R) and related interpretations.

The fair value of each stock option granted is estimaled on the grant date using the Black-Schkoles option valuation model. The sssumptions
used to calculate the fair value of options granted are cvaluated and rcvised, as necessary, o reflect our experience. We use a risk-free rate based on
published rates from the St. Louis Federal Reserve at the time of the option grant; assume a forfeiture mte of zero; assume an expected dividend yicld
ate of zero based on our intent not to issuc a dividend in the foreseeeble future; use an expected life based on the best judgment of the Company; and
compute an cxpected volatility based on similar high-growth, publicly-traded, biotechmology companics. Compensation expense is recognized using
the straight-line amortization method for all stock-based ewards.

On March 1, 2006, we granted 116,750 options pursuant to stock awerd agreements to certain employees and key consultants. On Fuly 20,
2006, e granted a total of 45,000 fully-vested, stock options to our new independent board members pursuant to stock award agreements,

The Bleck-Scholes option valuation model was developed for use in estimating the fair value of waded options that have no vesting
restrictions and are fully transferable. In sddition, the Black-Scholes valuations model requires the input of highly subjective assumptions inctuding the
expected stock price volatility, Because the Company’s employee stock options have characteristics significantly different from those of traded
options, and becruse changes in subjective input assumptions can materially affect the fair value estimate, in management’s opinion, the existing
models do not necessarily provide a reliable single measure of the fair value of our options.
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We recognized a total of $506,077, $318,111, and $0 in expense for options for the year-ended December 31, 2006, 2005, and 2004
respectively.

The weighted average, estimated fair values of siock options granted during the years ended December 31, 2006 and 2005 were §3.18 and
$1.65, respectively.

Impact of Recently Issued Accounting Prononncements

In May 2005, tbe FASB issued SFAS No. 154, “Acccunting Changes and Error Correction - a Replacement of APB Opinion No. 20 and
FASB Statement No. 3" (“SFAS 1547). SFAS 154 changes ths requircrocots for the accounting for, and the reporting of, a change in accounting
principle, SFAS 154 requires that a voluntary change in accounting principle be applicd retroactively with all prior period financial statements
presented under the new accounting principle. SFAS 154 is cffective for accounting changes and corrections of errors in fiscal years beginning after
December 15, 2005. We have determined that the adoption of the requircments required under SFAS 154 will not have a material impact on the
ficancial statements of the company.

On July 15, 2006 the FASB issued FIN48, Accounting for Uncertainly in Income Taxes - An Interpretation of FASE Statement No. 109. We
do not cxpest that the adoption of the recognition and measurenient requirements required under FIN48 to bave 8 material impact on the financinl
stotements of the company. '

In December 2004, SFAS No. 123(R), “Sharc-Based Payment,” which addresses the accounting for employee stock options, was issued.
SFAS 123(R) revises the disclosure provisions of SFAS 123 and sipersedes APB Opinion No. 25, SFAS 123(R) requires that the cost of all employee
steek options, as well as other equity-based compensation arrangen ents, be reflected in the financial statements based on the estimated fair vatue of the
swards, This statement is effective for all public entities as of the beginning of the first interim or annual reporting period that begins after
December 15, 2005. We expect the adoption of SFAS 123R to increass our reported net boss per share,

In December 2004, the FASB issued SFAS 153, Exchange: of Nonmonetary Asscts, an ameadment of APB Opinion No. 29 (SFAS 153). The
guidance in APB Opinion No. 29, Accounting for Nonmonetary Transactions, is based on the principle that exchanges of nonmonetary assets should be
measured based on the fair value of the assets exchanged. The guidance in APB Opinion No. 29, however, included certain cxceptions (o that principle,
SFAS 153 amends APB Opinion No. 29 to climinate the exception for nonmonetary exchanges of similar productive asscts and replaces it with a
genersl exception for exchanges of nonmonetary assets that do not hive commercial substance. A nonmonctary exchange has commercial substance if
the future cash flows of the cntity arc expected to change significmtly as a result of the exchange. SFAS 153 is effective for nonmonetary asset
exchanges in fisca} periods beginning after June 15, 2005. We do not belicve that the adoption of SFAS 153 will have 3 material immpact oo our results
of yperations or financial position.
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Results of Operations

Oz operating results for the past three fiscal years have been nominal. The following table scts forth our statement of operations data for the
year ended December 31, 2006, December 31, 2005, and December 31, 2004, and should be read in conjunction with our financial statements and the
relaed! notes appearing clsewhere in this filing

Year Ended Year Ended Yenr Ended
December 31, December 31, December 31,
1006 2005 2004
Revenues s 1,708,214 § 1,138,831 $ 636,341
Operating expenses 9,126,315 3,626,664 3,155,784
Ne1 imerest expense (income) (195,457) (101,378) 1,699
Net inc:ome (loss) $ (2,22,644) § (2,386,455) $ (2,523,142)

Year Ended December 31, 2006 Compsred to Year Ended December 31, 2005

Revenuie

Revenue increased from $1,138,831 for the year ended December 31, 2005 to §1,708,214 for the year ended December 31, 2006, representing
an increase of $569,383 or 50%, resulting primarily from an increase in proceeds from the $1,500,000 BioShicld grant. The proceeds from the
BioShicld grant were $1,100,293 for the year ended December 31, 2006 as compared to $999,556 for all grant proceeds for the year ended December
31, 2005. Also, we realized $205,000 for the year ended December 31, 2006 through a commercial contrect with Peprotech Inc. to develop chemical
compoinds compared 10 $139,275 for the year ended December 31, 2005.
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See the table below for further details regarding the s urces of our grant and government contract revenue:

Period of Revenue Revenue

Agency Program Amount Performsunce 2006 2005
NIH Phase [ NTH SBIR program $ 100,000  08/2004-04/2005 — 3 49,998
DARPA DARFPA, program BAA0O4-12 s 475,000  1172004-08/200% — 3 283,185
NIH Phase [ NIH SBIR program LY 100,000  06/2003-01/2006 -— § 100,000
NIH BioShicld program (NIAID) $ 1,500,000 0772005012007 $ 1,100,293 § 399,707
NIH Phase [ NIH SBIR program s$ 100,000  08/2005-01/2006 § 3333 § 66,666
NIH Phase [ NTH SBIR program $ 100,000  09/2005-02/2006 — 3 100,000
NASA Phase [ NASA STTR program S 100,000  0172006-01/2007 $ 66,393 § —
NIH Phasc [I NTH SBIR program 5 750,000  0772006-06/2008 $ 212,713 § —

NIH NCI1 Contract s 750,000  09/2006-08/2008 $ 90,481

Totals $ 1,503,214 § 999,556

We anticipate our revenue over the nexe year to be derived mainly from government grants and contrects. In addition, it is common in our
industry for companics to cnter into licensing agreements with large pharmaceuticel companies. To the extent we enter into such licensing
arrangements, we will receive additional revenue from licensing fies.

Operating Expenses

Operating expenscs have historically consisted of costs xlating to R&D acd general end administrative expenses, which include fees and
expenses associated with patent applications. R&D expenscs havo consisted mainly of supporting our R&D teams, process development, sponsored -
re:carch ot the Cleveland Clinie, clinical trials and consulting fies. General and administrative cxpenscs include all corporsic snd administrative |
finxctions that serve to support our current and future operations while also providing an infrastructure to support future growth, Major items in this
caxgory include mansgement and staff saluries, rent/leases, profesiional services and travel-related expenses. We expect these expenses 1o increase as
a result of increased legal and accounting fees anticipated in connection with our compliance with ongoing reporting and accounting requircments of
the: SEC and cxpansion of our business.
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Operating expenses increased from $3,626,664 for the year ended December 31, 2005 to $9,126,315 for the year ended December 31, 2006.
This represents an increase of $5,499,651 or 152%. This increase resulied primarily from an increase in R&D expenses from $2,640,240 for the year
ended December 31, 2005 10 $6,989,804 for the year ended December 31, 2006, an increase of $4,346,564 or 165%, as we increased the number of
rescarch scientists and related projects and started a number of clinical trials. In eddition, general and administrative cxpenses increascd from $986,424
for the year ended December 31, 2005 to $2,136,51 1, for the year ended December 31, 2006, This represents an increase of 1,150,087 or 117%. These
higher general and sdministrative expenses were incurred as a result of cresting and improving the infrastructure of the company end the cosis
associtted with being a publicly traded company.

Unti) we introduce a product to the market, expenses in the categories mentioned above will be the largest component of our income
statement.

Year Ended December 31, 2005 Compared to Year Ended December 31, 2004

Revenue

Revenue increased from $636,341 for the year ended December 31, 2004 to §1,138,831 for the year ended December 31, 2005, representing
&n increase of $502,490 or 79.0%. This increase is primarily duc to the increase from grants end contracts received through various government
agencics including DARPA (Army) and NTH during 2005. Grant and contract revenue increased from $531,341 for the year ended December 31, 2004
o $99,556 for the year ended December 31, 2003, representing an increase of 5468,216 or 88.1%.

Revenue from other sources for the years ended December 31, 2005 and 2004 was $119,275 and $105,000 respectively. Other revenue in
2005 was earned through our commercial agreement with Peprotech, Inc. Other revenue in 2004 was eamed from high throughput screening services
for the Cleveland Clinic,

Operating Expenses

Operating expenses increased fram $3,155,784 for the year ended Deccmber 31, 2004 to $3,626,664 for the year ended December 31, 2005.
This represents en increase of $470,880 or 14.9%. Of the $3,155,784 in operating expenses for the year ended December 31, 2004, $2,250,000
represcats & non-cash cxpense regarding the valuation of 2,250 pre-stock split shares issued to the Cleveland Clinic in exchange for use of their
licenses and technologies. Excluding this one-time, non-cash transaction, operating expeases increased from $905,784 for the year ended December 31,
2004 10 $3,626,664 for the year ended December 31, 2005. This represents an increase of $2,720,880 or 300.4%. This increase resulted primarily from
an incnsase in R&D expenses from $642,967 for the year ended December 31, 2004 (excluding the $2,250,000 one-time, non cash transaction) to
$2,640,240 for the year ended December 31, 2005 incurred to service the above referenced operating revenue as well as for R&D expenses for internat
projects. Research expenditures increased over time in 2004 reflecting our growth from two scientists at the beginning of the year 10 six scientists by
year-cod as compared to 2005 when there were 16 scicntists at year-end. Rescarch costs totaled $1,782,155 for 2005 and $471,195 in 2004 cxcluding
the one-time, non-cash transaction with the Cleveland Clinic. Development activities did not begin until July 2005 and totaled $546,252 in 2005. In
addition, geoeral and edministrative expenses of $851,319 were incurred in 2005 versus $434,450 in 2004 as a result of creating and improving our
infrastnicture as we moved into larger lab facilitics in May 2005. Accounting and suditing fees also increased to $70,667 in 2005 from $2,246 in 2004
as we rised equity capital in March 2005 and began plans for our initial public offering.
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‘Liguidity and Capital Resources

We have incurred annual operating losses since our inception, and, as of Decernber 31, 2006, we had an accumulated deficit of $12,775,910.
Qur principal sources of liquidity have been cash provided by govetnment grants and sales of our securities. Our priecipat uses of cash have been R&D
und working capital. We expect our firture sources of liquidity to b: primarily government grants, licensing fees and milestone payments in the event
we cnter into licensing agreements with third parties, and research collaboration fees in the event we enter into rescarch collaborations with third
parties. We anticipate that the proceeds from our initial public offeriag, together with the proceeds of our recently completed private placement, should
De sufficient to fully develop Protectan CBLBS02 for non-medical apiplications.

Net cash used in operating activities totaled $6,653,602 fcr the year ended December 31, 2006, compared to §1,730,513 used in operating
uctivities for the same period in 2005. Net cash used in operating nctivitics totaied $1,730,513 for the year ended December 31, 2005, compared to
$207,911 used in operating activities for the same period in 2004, For all periods, the increase in cash used was primarily sttributable to increased
R&D activities and creating and maintaining the infragtructure necestary 10 support these R&D activities.

Net cash used in investing activities was $14,281 for the year ended December 31, 2006 and $2,805,113 used for the same period in 20035, The
tlecrease in cash used for investing activities resulted primarily fromr the maturing of short-term investrents that converted to cash. Net cash used in
investing nctivitics was $2,805,113 for the year ended December 21, 2005 and $27,991 for the same period in 2004, The increase resulted from
iavestments in long-term certificates of deposit and by purchases of lib equipment.
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Net cash provided by financing activities totaled $8,523,414 for the ycar ended December 31, 2006, comparcd to $5,647,347 provided by
financing activitics for the same period in 2005. The increase in cash provided by financing sctivitics was attributed to the proceeds from the jssuance
of commen stock as a consequence of the injtial public offering. Net cash provided by financing activitics totaled $5,647,347 for the ycar ended
December 31, 2005, compared to $320,517 for the same period in 2004. The funds provided for the year ended December 31, 2005 were aributable
primarily to the net proceeds from our private placement of Series A Preferred Stock in March 2005,

Under our exclusive license agreement with the Cleveland Clinic, we may be responsible for making milestone payments to the Cleveland
Clinic in amounts ranging from $50,000 to $4,000,000, The milestones and corresponding payments for Protectan CBLBS502 and Curaxin CBLC102
arc sct forth below:

File IND application for Protectan CBLB 502 $ 50,000
Compl:te Phase I studies for Protectan CBLBS02 $ 100,000
File NDA application for Protcctan CBLB502 s 350,000
Receive regulatory approval to sell Protectan CBLB502 $ 1,000,000
File IND application for Curaxin CBLC102 (completed May 2006) $ 50,000
Commence Phase 11 clinical trials for Curaxin CBLC102 (completed January 2007) $ 250,000
Commence Phase 111 clinical trials for Curaxin CBLC102 $ 700,000
File NDA application for Curaxin CBLC 102 $ 1,500,000
Reccive regulatory approval to sell Curaxin CBLC102 5 4,000,000

As of December 31, 2006, we had sccrued $50,000 for the milestone payment relating to the filing of the IND application for Curaxin
CBLCI02. In January 2007, we started a Phase IT hormone-refractory, prostate cencer clinical trial and accrued an additional $250,000.

Our agreement with CCF also provides for payment by us to the CCF of royalty payments calculated as s percentage of the net salcs of the
drug candidates ranging firom 1.2%, and sublicense royalty payments calculated as a percentage of the royalties received from the sublicenses ranging
from 5-35%. However, any royalty payments and sublicense royalty payments assume that we will be able to commervialize our drug candidates,
which are subject to sumerous risks and uncertainties, including those associated with the regulatory approval process, our R&D process and other
factors. Accrued milestone payments, royalty payments and sublicense royalty payments are payable upon achievement of the milestone,
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To more effectively maich short-term investment o eturities with cash flow requirements, we have obtained 8 working capital line of credit,
which is fully secured by our short-term investients. This fully-secured, working capital line of credit has an interest rate of prime minus 1%, e
borrowing limit of $500,000 and exptires on July 1, 2007. At December 31, 2006, there were no cutstanding borrowings under this credit facility.

We also obtained an sdditional line of credit to us: as a8 margin aocount to purchase forward contracts of foreign currency to hedge against
foreign exchange risk. This line of credit is fully secured by our short-term investments, has an interest rate of prime minus 1%, a borrowing Yimit of
$500,000 and expires on October 25, 2007. At December 31 2006, there were no outstanding borrowings under this credit facility.

Although we believe thar existing cash resources will be sufficicnt to finance our currently planned cperations for the near-term (12-24
months), such amounts will not be sufficient to meet our longer-term cash requirements, including our cash requirements for the commercialization of
certain of our drug candidates currently in development. We may be required to issue cquity or debt securities or enter into other financial
arrangements, including relationships with corporate and otlier partoers, in order 10 raise sdditional capital. Depending upon market conditions, we may
ot be successful in raising sufficient additional capita! for pur long-term requirements. In such event, our business, prospects, financial condition and
results of operstions could be materislly adversely affected.

The following factors, among others, could cause actual results to differ from those indicated in the above forward-looking statements: the
results of our R&D efforts, the timing and success of preclinical testing, the timing and success of any clinical trials we may commence in the future,
the timing of and responses to regulatory submissions, the amount of cash generated by our operations, the amount of competition.we face and how
successful we ere in obtaining any required liccnses and enlering into collaboration arrangements.

Impact of Inflation
We believe that our results of operations are not ¢ ecpendent upon moderate changes in inflation rates.
Off-Balance Sheet Arrangements

We have not entered into any off-balance sheet & Tangements.
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REPORT OF INDEPEND ENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of
Cleveland BioLabs, Inc.

We have sudited the eccompanying balance sheets of CLIVELAND BIOLABS, INC. es of December 31, 2006 and 2005, and the related
stitements of operstions, stockholders’ equity, and cash flows for cach of the years in the throe-year period ended December 31, 2006, These
financial statcments are the responsibility of the Company's management. Our responsibility is lo cxpress an opinion on these financial
suitemnents based on our audits.

We conducted our audits in accordance with the standards ¢f the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain r:asonable assurance about whether the financial statements arc free of material
misstatement. The company is not required to have, nor weae we engaged to perform, an audit of its internel control over financial reporting. Our
audit included consideration of intemal control over finarcial reporting as & basis for designing audit procedures thai arc eppropriate in the
circumstances, but not for the purpose of expressing an op nion on the effectiveness of the company’s internal control over financial reporting.
Accordingly, we express no such opinion. An eudit also includes examining, on a test basis, evidence supporting the amounts and disclosures in
thi: financial statements, assessing the sccounting princip.es used and significant estimates made by management, a3 well as evaluating the
overall financial statement presentation. We believe thar ou; sudits provide a rezsonable basis for our opinion.

In our opinion, the financial statements referred (o above pesent fairly, in all material respects, the financial position of Cleveland BioLabs, Inc,
as of December 31, 2006 and 2005, and the results of it. operations and its cash flows for each of the years in the three-year period ended
December 31, 2006 in conformity with eccounting principl:s generally aceepted in the United States of America.

MEADEN & MOORE, LTD.
Certified Public Accountants

Cleveland, Ohio
March §, 2007
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ASSETS

CURRENT ASSETS
Cash and equivalents
Shori-term investments
Accounts receivable:

Trude

Int=rest
Notes Receivable - Orbit Brands
Prepaid expenses - PO
Cther prepaid expenses
Deferred compensation

Toal current essets

EQUIPMENT
Computer equipment
Lab ¢quipment
Furniture

Less rcoumulated depreciation
OTHER ASSETS
Deferred compensation

Intellcctual Property
Deposits

TOTAL, ASSETS

CLEVELAND BIOLABS, INC.
BALANCE SHEETS

December 31, 2006 and 2005

2006 2005
S 3061993 § 1,206,462
1,995,836 2,382,190
159,750 -
42,479 37,035
50,171 -
- 210,987
434,675 12,249
. . 5,134
5,744,904 3,854,057
132,572 91,788
347,944 25,997
65,087 40,158
545,603 357,942
142,011 47,080
403,592 310,863
- 752
252978 76,357
15,053 11,304
268,033 88.41)
s 6416529 § 4,253,331




CLEVELAND BIOLABS, INC.
BALANCE SHEETS

December 31, 2006 and 2005

CURRENT LIABILITIES
Accounts payable:
Trade
Deferred revenne
Accrued expenses

Towl current liabilities

LONG-TERM LIABILITIES
Convertible notes paynble
Milestone payables

Tota! loag-tenn Lisbilives

STCCKHOLDERS' EQUITY

Series A couvartible preferred s0ck, 3.005 par value
Authorized - 10,000,000 and 4,000,000 shares s1 December 31, 2006 ind December 21, 2008, respectively
Isyocd and cutstanding 0 and 3,031,219 shares st December 31, 2006 and Doogmber 31, 2005, regpectively
Additional paid-n cagital
Unissucd shares - prefared stock

Coeomon sinck, 5.005 par valng
Authorized - 40,000,000 snd 12,000,000 shares st December 31, 2005 end December 31, 2003, respectively
Issucd and outstanding 11,826,389 and 6,396,801 shares st December 31, 2006 and December 31, 2005, respectively
Addiveoal paid-in czpital
Unissued ghares - common stock
Accumulated otber comprebensive income (lost)
Accumulated deficit

Tota! stockbotders® equity

TOTAL LIABILI(TES AND STOCKHOLDERS' EQUITY

2006 2008

64406 3 264,783

- 100,293

128.569 28,579
1,378 393,635

. 303,074

50,000 -
50,000 303,074

- 15256

. 4,932,885

. 360,000

59,132 31,984
18,314,097 1318,020
. 81,123
(4,165) (17.810)
(12.775.910) (5.184,856)
5,593,154 3,556,604
6416529 § 4,253,333




OPERATING EXPENSES

Research end Development

Total operating expenses
LOSS FROM OPERATIONS
OTHER INCOME (EXPENSE)

Interen: lncome

Interest Expenso
Total other incame (expense), net

NET LOSS

DIVIDENDS ON CONVERTIBLE PREFERRED STOCK

NET LOSS AVAILABLE TO COMMON SHAREHOLDERS

NET LOSS AVAILABLE TO COMMON SHAREHOLDERS
PER SHARE OF COMMON STOCK - BASIC AND
DILUTED

WEIGHTED AVERAGE NUMBER OF SHARES USED
IN CALCULATING NET LOSS PER SHARE. BASIC AND
DILUTED

CLEVELAND BIOLABS, INC.

STATEMENT OF QPERATIONS

Yexrs Eadod Docember 31, 2006, 2008 and 2004

2006 2003 2004

s 1,503,214 999,556 3 531,341
205,000 139275 105,000

1708214 1,135,231 86341

6,929,204 2,640,240 2,892,967

2,136311 985,424 262217

9126315 3,626,664 1,155,784
(7.418.101) 2.487.833) (2.,519,443)

206,555 19371 20
(11,193} (17,993 (4.019)
195,457 101,378 (3.699)
s (1222.644) 455) § {2:523,14)
(214,528) (291,914)

H (1,437,572 (2,672369) $ {2.303.142)
s 034 0.43) 3 0.53)

8 506,266 6,250,447 4513371
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CLEVELAND BIOLARS, INC,

STATEMENTS OF STOCKXHOLDERS' EOUTTY AND COMPREHENSTYE 1. 055

Period From ey |, 2004 10 Decezber 11, 2006

Batince 1 Jpaery §, 2004
waance of rhares

Net lose

Dalwce ot Deocmber 11, 2004
Emmemon of thistts - Setion A fhumcing
s of chares - cock dividend

It #f options (13,540 options s,
24,240 ending)

Bxercie o f opcions (39,500 options exercimsd)
Arcres wcheend derey
Nez loss
Other congrrhenaive incorme
Uoraalim) gains (lotec} op ért krm iovesteeats.
Unrmlived hokding gite (loeses) erizing during period
Camprebensive lon
Balance st Decessher 31, 2003
Lacaiion of Ehivws - previctsly socrosd peoaity shares
lmwamnce of sberve » sock dividend
Isue peoniky shercs
ey of sharey - mxtial public offirng
Fay sacciasd wich itical poblic offerg
Comversion of prefiared pock 1 commeom stock
Coaverricn of Do prysbis 5 commos stock
ey of optioms
Exercise of eptions
Inzsace of werrerts
Procesds fram mice of wanant
Nt o
Oty o paivvg i
Uhircalioed gaine (lowia ) oo short Yo Sxvestments
Churges s nwrculized holding gaies (lowes)
wisizg doring period
Lesy rctamsificetion sdioszent for {gxins} ke
inclodod tv ncl less

Comprehensive loss
Buicacs xi Datexnbier 31, 2008

Starkbokdery' Bgodey
Cosnon Swoch
Aol
Pobdin Pz
Sk Acaoush Eﬂ Eharcs.
P ¥ I ) 1.9 oM 3

1,966,400 204 1230.920
4,940,000 19,800 1283934
38000 1540 i
8201 e 138,056

- . L -
19,800 m HLE ]

(5L125) i

6,396.201.00 BIE ] 313020 0

34060 m .38 .15
184,15 » 21443
[L®. .} L L]
1,T00000 5500 10,19 500
. (1.4%0.444)
nae [ %] p¥. IR}
124206 L+ nm
- 506,07
&2 ] n
. . w2

- [IL] -

:-lw 3 S!hlll_ 18314097 § -
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CLEVELAND BIOLABS, INC,
STATEMENTS OF STOCKHOLDERS BQUITY AXD COMPREHENSIVY LOSS

Paiod Prom Faasucry 1, 1004 & December }1, 2006

Batzoce w Jepery 4, 2004
o ¢ Eiarts

Net kem

Balncw ot Dyecenbes 31, 2004
[esomon of dhcren - Sevisa A fasocing
arorsew of dures - mock dividend

hecence of options (533,340 optioes ieraed,
324,240 csmding)

Ezerciss of opt'ome {37,500 aptiens aarcieed)
Astror spissss] tares
Rt lom
Oty covmpnchurasive inoome

Uttyrmafivad gaite (iosits) i slxart oo invessowzn

UnenZized bgldfing pring (loms) arising during partod
Coprebenaive loss

Balance st Decenber 31, 2003
Ismance of charva - previously socreed penaity sherrs
brsusace of shares « sock dividesd
Liwws pocXy thires
Lessance of shares - Iitial public offcring
Fors coecinted with initit] poblic offaring
Cusvirrion of prefecned eock & cmmeron sock
Comversion of ke payable o common sock
Lemiancn of ppchns
Exercise of option:
sy of wamcts
Procsods from salct of wamant
Net o
Dtet cormgscierasive incorse

Vorsatiyed pains (losscs) om dhart Iy irvesiment

Changes {3 uurealized boidiag puze {lomes)

Lo rechedfication sdjostoes for (gaios) lones
mctuded D 8¢t o

Bulxnce st Duconber 31, 2006

mm
Prefored $ock
Additioral
e Ao Opw D
. -3
e 15,54 smas .
(360,000) 360000
1851219 1325 4332,584 360000
43,000 1200 J5aa00 (340,000)
6,000 300 (36} -
[PREIRIT)) (16.736) (3,291,029 .
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CLEVELAND BIOLARS, INC,
STATEMENTS OF STOCKHOLDERS BQUITY AND COMPREHENSIVE LOSI

Period Procy Jiaary 1, 2004 to Doccmber Y1, 2008

e Socibcliery Pty
Oxcter Comprehansive
Cop N " B
Lon Deficit Toeal (Los)
Butrace w fcxry 1, 2004 ' 3 M6 3 (01,828
iroarce of dharen. . LI0.74
Nt low gm0 (o) 3 AL
Balacw i Ducember 19, 2004 RA.963) oM
Isucnce af charcs - Seriss A Bnancing $ 351,000
Tesvwnce of chares .« atock dividrmd . (132,03 oy
Lwamce of aptices (313,540 cptices lemed, - - b1 81}
324,240 sutstzading)
Excrcive of sptiom {59,500 options szarciesf) - . 119200
Accres unissecd thares - B .
Nat om . QIR @A @IRRASS
Oxher cucprebengive incoos
Unrealized gaing (losscs) an chewt bermm ivotmot
Uertatized bldiag pxine (loow) srixiag doring perisd {ram arne 3 ll‘llllofl
Camprehenstve low 3 £2.404 25 5)
Balescw ot Dececsbes 31, 2003 (g 1] (3134338) 3,538,504
Iamecy of tharcs - pryvicealy sacrwed peeally dres .
Toemance of thares - chock dividend aan “)
axne pamlty dures - . -
Gawzence of tharty - initial poblic offriag: . 14,200,600
Powe maechito) with initit) poblic olfing - . (LA90444)
Cogvardos of prefocred dock e conzmon ek -
Convervien of actes prysbls w conxaes siock . JUm
Iemeace of options - . 04,078
Haryris of options . . 40
Lowmex of wermaty - 1032
Proasefs Boen swbes of warrean - ne
et o - (L2064} 022844 0.2 444)
Other coxtyprcheraive income
Usrexfized gains (lossea) o chort v iovestmen
Changm Ls corealizod bolding prio (Kewcs)
wising doring peiod “n . LY B ] aan
Loy pc b i axtinstment o (i) oy
mciudnd iy ncl koo h47 - [C L 4967
Cosspreborlw, tom. | gl
Bulracs 1t Dexcaabo 31, 2008 . H w D'ﬁm’lg 3 3 154
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CASH FLOWS FROM OFERATING ACTIVITIES

Nt lam

At 1o czacls oot g 10 ol cash
s by cporating activities:
Doprecivtion
Noocash iohcreet sxpeme
Noncash misrise end coosalting cxpre
Defarsd cospoadan
Research and derveiopoem
Cunges b opoing ety md blbc:

Acoxazts recchrbls - trade
Acooxrey ecctvali - freTort

Oty prepeid cxpraecy

Total efjoxmean

Nex caahs {mmad) sroviced by operating
wctivities

CASH PLOWS FROM INVESTING ACTIVITIES

3 of shert

bucrncs of o receivalle

Porcterm of wqpmst

Corn of yuecots pending
Net canly pravidied by investing activities

CASH FLOW'S FROM FINANCING ACTTVTTIEY
satace of preformd stock

Femxing comy
Dividcade

ey &f comeman sock
Exerche of stock opthoos

{nmasice of werraaty

Procecds frxs convertibie noles pryabls
et carh provided Wy finencisg activide

NET INCREASE IN CASH AND EQUIVALENTS

CASH AND EQUIVALENTS AT BEOINNING OF

YEAR

CASH AND EQUIVALENTS AT END OF YRAR

Sopph 1 ey

of cash fiow ik

Cagh guid duzing the yoor for tecoree axoy.

P 3 schadiile of noncath Bnane

Corsnon eock isood w Boxacing tees co issmccs of prefomad deo
Coaversion of nows pysdds md sccrusd insorest w profored sech

tavars of 3ok eptions w el
biacrimacs of warTanty B consultent
Bacreiae of mock sptions inte 39,600 cecxaon durss by conmdtnt

s of

btorrn, e bk

CLEVELAND BICLARS, INC.

STATEMENTS OF CARH FLOWS

Year Exded Ducesnber 31, 2006, 2009 apd 2004

Urcdowned wiwcs

Coaversion of motee prysils aod sccrond Dicret © cocmeon sock

-,

d mock ©

ton pmity por

ok

2006 2009 2004
3 pIned) 3 @IAS%) @B,
" " b5, ]
2 1.9% 401
a1y YA H -
1835 9141 10440
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CLEVELAND BIOLABS, INC.,

NOTES 70O FINANCIAL STATEMENTS

Note 1. Organization

Cleveland BioLabs, Inc. (“CBL" or the “Company™) is engaged in the discovery, development and commercialization of products for cancer treatment
and protection of normal tissues from rediation and toxins. The Company was incorporated under the laws of the State of Delsware oa June 5, 2003
and is headquartered in Cleveland, Ohio. The Company's initial techmological development cfforts are intended to be used rs powerful antidotes with a
broad spectnmm of applications including protection from cancer treatment side ¢ffects, mdintion and hypoxia, A recem discovery found that one of its
compounds increases the oumber of progenitor (originator} stem cells in mouse bone marrow. To date, the Company has not developed eny
commercial products, but in 2006 and 2005 the Company d :veloped and produced biological compounds under a single commercial development

coptract.

Note 2. Summary of Significan! Aceounting Policles

A.

Cash and Equivalcots - The Company considers higthly liquid debt instruments with original maturities of three months or less to be cash
equivalents. o addition, the Company maintains cash and cquivalents at financial institutions, which may exceed federally insured amounts st
times and which may, at times, significantly excced talance sheet amounts due to outstanding checks.

Marketable Securities and Short Term Investments - The Company considers investments wilh a maturity date of more then three months to
maturity to be shori-term investments and has classified these securities a3 available-for-sale. Suck investments ere carried at fair vatue, with
uarcalized gains and losses included as accumulated other comprehensive income (loss) in stockholders” equity, The cost of available-for-sale
securitics sold is determined based on the specific id mtification method. :

Accounts Receivable - The Company extends unsec ired credit to customers under normal trade sgreements, which generally require payment
within 30 days. Management estimates an allowanc:: for doubtful accounts which is based upon management's review of delinquent accounts
and an agsessment of the Company’s histerical evideace of collections. There is oo allowance for doubtful eccounts as of December 31, 2006,
and 2005.

Notes Receivable - On December 7, 2006 the Corapany entered into an agreement with the Orbit Brands Corporation (Borrower) and its
subsidiaries whereby the Company would leod up t¢: $150,000 each on two promissary notes 1o the Borrower at a rate of 5% per anmum with a
maturity date of onc year. The proceeds of the loans shall be used by the Borrower solely to cover expenses associated with converting the
notes inte common stock and prepaning the lending; motions for tbe bankyuptcy case involving the Borrower. The loans are convertible into
common stock of the Borrower and its subsidiari>s. The Company is under oo obligation to fund or loan any additional amount to the
Borrower, although in the event the Company terminates, ceases or withholds its funding, any amounts funded prior thereto shall be forfeited,
unless such termination is due (o & breach by Borrcwer. As of December 31, 2006 the balance outstanding was $50,000 plus accrued interest
of $171.




Equipment - Equipment is stated at cost and depreciated over the cstimated useful lives of the assets (generally five years) using the straight-
line method. Leasebold improvements arc deprecinted on the straight-line method over the shorter of the lease term on the estimated useful
lives of the assets. Expenditures for maintenance and repairs are charged 1o expense as incurred. Major expenditures for renewals and
betterments are capitalized and depreciated. Depreciation cxpense was $94,931, $44,762, and $2,299 for the years ended December 31, 2006,
2005, and 2004 respectively.

Impairment of Long-Lived Assets - In accordance with Statements of Financial Accounting Standards, or SFAS, No. 144, Accounting for the
Impsirment or Disposal of Long-Lived Asscts, long-lived asscts to be held and used, including equipment and intangible assets subject to
depreciation and amortization, arc reviewed for impairment whenever events or changes in circumstances indicate that the carrying amounts
ofthe assets of related asset group may not be recoverable. Determination of recoverability is hased on an estimate of discounted future cash
flows resulting from the use of the assct and its eventual disposition. In the event that such cash flows arc pot expected to be sufficient to
recover the camrying amount of the assct or asset group, the camrying amount of the asset is written down 1o its estimated net realizable value.

Deferred Compensation - The Company realized deferred compensation upon the valuation of restricted stock granted to the founding
stockholders. This deferred compensation was expensed over the threc-year vesting period from the grant of the stock. Capitalized Deferred
Compensation was $0 and $5,887 at December 31, 2006, and 2005, respectively, The Company expensed $5,887, $9,140, and §9,164 in
compensation expense in 2006, 2005 and 2004, respectively.

Intellectual Property - The Company capitalizes the costs associated with the preparation, ﬁlmg, and maintenance of certain intellectual
property rights. Capitalized intellectual property is reviewed annually for impairment.
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A portion of this intellectual property is owned by the Cleveland Clinic Foundation (“CCF") and granted to the Company through an
exclusive licensing agreement as further discussed in Mote 3. As part of the licensing agreement, CBL agrees to bear the costs agsociated with
the preparation, filing and maimenance of patent applications relating to this intellectual property. If the patent spplication is approved, the
costs paid by the Company are amortized on a straight-line basis over the shorter of seventeen years or the anticipated uscful lifc of the patent.
If the patent application is not approved, the costs associated with the preparation and filing of the patent application by the Company on
behalf of CCF will be cxpensed as part of selling, ger eral and administrative expenscs. Gross capitalized patents pending costs are $222,789
and $67,991 on behalf of CCF for 13 patent applications as of December 31, 2006 and 2005, respectively. All of the 13 CCF patent
applications are still pending approval.

The Company also has submitted two patent appli:ations as a result of intclicctual property exclusively developed and owned by the
Company. If the patent applications are approved, co s paid by the Company associated with the preparation, filing, and maimenance of the
patents will be amortized on a straight-line basis over the shorter of seventeen years or the anticipated useful life of the patent, If the patent
applications are not approved, the costs associated with the preparation and filing of the patent application wiil be expensed as part of selling,
genersl and administrative cxpenses at that time. Gro s capitalized patents pending costs were $30,189 and $8,366 for two patent applications
83 of December 31, 2006 and 2005, respectively. The pateot applications are still pending approval.

Lines of Credit - The Company has a working capital line of credit that is fully secured by short-term investments. This fully-secured working
capital line of credit carrics an intcrest rate of prime minus 1%, & borrowing limit of $500,000, and expires on July 1, 2007, At December 31,
2006, there were no outstanding borrowings under this credit facility

The Company also has an additional line of credit fo: usc as a margin account ia forward exchange ratc transactions as a hedge against foreign
exchange fate cisk. This line of credit is fully secured by short term investments, carrics sn interest rate of prime minus 1%, has a borrowing
limit of $500,000, and expires on Octaber 25, 2007. At December 31, 2006, there were no outstanding borrowings umder this credit Fecility,

Fair Value of Financial Instrumcnts - Financial insiruments, including cash and cquivalents, accounty receivable, notes receivable, accounts
payable and accrued liabilitics, are carried at net realizable vatue. The carrying amounts of the conventible notes payable approximate their
respective fair values as they bear terms that are coniparable to those available under current market conditions.
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Stock Split - As a result of a 596 for | stock split of the Company's issued and outstanding shares of common stock, which became effective
on February 28, 2005, the 10,000 issued and outstanding shares converted into 5,960,000 shares of common stock. Per SAB Topic 4C, all
share and per share stock amounts have been retroactively adjusted to reflect the stock split.

Use of Estimates - The prepanation of financial statements in conformity with accounting principles generally accepted in the U.S. requires
management tp make estimates and assumptions that affect the reported amounts of assets and lizbilitics and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenucs and ¢xpenscs during the reporting period. The
Company bases its estimates on historical experience and on various other assumptions that the Company belicves 1o be reasonable under
these circumstances. Actual results could differ from those estimates.

Revenue Recognition - The Company recognizes revenue in accordance with'Staff Accounting Bulletin No. 104, “Revenue Recognition.”
Revenue sources consist of government grants, goverament contracts and commercial development contracts.

Revenues from federal govertment grants and contracts are for research and development purposes and are recognized in accordance with the
terms of the award and the government agency. Grant revenue is recognized in one of two different ways depending on the grant. Cost
reimbursement grants require us to submit proof of costs incurred that are invoiced by us 1o the government agency, which then pays the
invoice. In this case, grant revenue is recognized a1 the time of submitting the invoice to the goverument agency.

Fixed cost grants require no proof of costs and are paid as a request for payment is submitied for cxpenses. The grant revenue under these
fixed costs granis is recognized using a percentage-of-completion method, which uses assumptions and estimates. These assumptions and
estimates are developed in coordination with the prineipal investigator performing the work under the govemnment fixed-cost grants to
determine key milestones, cxpenses incurred, and deliverables to perform a percentage-of-completion analysis to ensurc that revenuc is
eppropriatcly recognized. Critical estimates involved in this process include 1018l costs incurred and anticipated w be incwmed during the
remaining life of the grant. Government contract revenue is recognized periodically upon delivery of an invoice for allowsble R&D expenses
according to the terms of the contract. The Company has recognized grant revenue from the following agencies: the U.S. Amny (DARPA),
National Acronautics and Space Administration (NASA), the National Institutes of Health (N1H) and the Department of Health and Human
Services (HHS). Commercial development revenues are recognized when the service or development is delivered.
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Deferred Revenue - Deferred Revenne results when piyment is received in advance of revenue being earped, When eash is rocrived, the
Company makes a determination as lo whether the revenue has been eamed by applying a percentage-of-complction analysis to compute the
need to recognize deferred revenue. The percentage of completion method is based upon (1) the total income projected for the project st the
time of completion and {2) the expenses Incurred to date. The percentnge-of-completion can be measured using (he proportion of costs
incurred versus the total estimated cost to complete the sontract.

Research and Development - Research and developrient expenses consist primarily of costs associated with the clinical trinks of drug
candidates, compensation and other expenses for reicarch and developmen), personnel, supplies end development malerials, costs for
consultants and related contract research and facility costs. Expenditures relating to research and development are expensed as incurred.

Employee Benefit Plan - The Company maintains a 401(k) retirement savings plan that is available to all full-time employees who bave
reached age 1. The plas is intended to qualify under Section 401 (k) of the Internal Revenue Code of 1986, as amended. The plan provides
that cach participant may contribute up 1o a statutory limit of their pre-tax compensation, which was $15,000 for cmployces under age 50 and
$20,000 for employees 50 and older in calendar year 2006, Employee contributions are held in the employees® name and Invested by the plan
trustee. The plan currently provides for the Comparry to make matching contributions, subject to established Limits. The Company made
matching contributions of $48,858, $0, and 30 for 004, 2005, and 2004, respectively.

2006 Equity Incentive Plan - On May 26, 2006, the Cimpeny’s Board of Directors adopted the 2006 Equity Incentive Plan (“Plan”) to attract
and retain persons cligible to participate in the Plan, motivate Participants to achicve lopg-term Company goals, and further align Participants’
interests with those of the Company’s other stockholdzrs. The Plan expires on May 26, 2016 and allows up to 2,000,000 shares of stock 10 be
awarded. For the year ended December 34, 2006, 45,200 options were grented to independent beard members, On February 4, 2007, these
2,000,000 shares were registered with the SEC by filir g 8 Form S-8 registration statement.

Stock-Based Compensation - The FASB issued SFAS No. 123(R) {rovised December 2004), Share Based Poyment, which is 8 revision of
SFAS No. 123 Accounting for Stock-Based Compeusstion. SFAS 123(R) requires all share-based payments to employees, including grants of
employee stock options, 10 be recognized in the statee ent of operations based on their fair valucs. The Company values employee stock based
compensation under the provisions of SFAS 123(R) & W related interpretations.
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The fair value of cach stock option granted is estimated oa the great date using the Black-Scholes option valuation model. The assumptions
uszd to calculate the fair value of options granted are cvaluated and revised, as necessary, to reflect the Company’s expericnce. The Company
uses & risk-free mte based on published mtes from the St Louis Federal Reserve at the time of the option grant, assumes a forfeiture rate of
zcro, assumes an expected dividend yiceld rate of zero based on the Company’s intent eot to issue a dividend in the foreseeable future, uses an
" expected life based on the Company's best judgment using facts and circumstances based oa its limiled experience, and computes an expected
volatility based on similar high-growth, publicly-traded, biotechnology compenies. The Company does not include the use of its own stock in
the volatility calculation at this time because of the bricf history of the stock as a publicly traded security on a listed exchange. Compensation
expense is recognized using the straight-line amortization method for all stock-based awards.

The fair value of warmants issued to 8'key consultant in exchange for services is estimated using the Black-Scholes option valzation mode]
with the same assumptions.

On March |, 2006, the Company granted 116,750 options pursuant to stock sward agreements 1o certain employees and key consuhtants. On
July 20, 2006, the Company granted 45,000 fully-vested, stock options to independent board members pursuant to stock award agrecments.
On November 16, 2006, the Company granted 50,000 warrants 10 a key consultant. The assumptions used to value these option and warrant
grams using the Black-Scholes option valuation model are as follows:

March 1, 2006 July 20, 2006 November 16, 2006
Risk-free interest rate 4.66% 5.04% 4.80%
Expetted dividend yield 0% 0% 0%
Expected life 5 years 5 yeany 2.5 Years
Expected volatility 75.11% 71.43% 68.26%

The Bleck-Scholes option vatuation model was developed for usc in cstimating the fair value of traded options thal have no vesting
restrictions and are fully transferable. lo eddition, the Black-Scholes valuations model requires the input of highly subjective assumptions
including the expected stock price volstility. Because the Company’s employee stock options and warrants have characteristics significantly
different from those of traded derivative securities, and because changes in subjective input assumptions can materially affect the fuir value
estimate, in management's opinion, the existing models do not necessarily provide s relisble single measure of the fair value of the
Company's options and warrants,
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The Company recognized s total of $506,078, $318,511, and $0 in expense for options and $114,032, $0 and 30 in expense for warrants for

the year-ended December 31, 2006, 2005, and 2004, respectively.

The weighted average, estimated fair valucs of stock options granted during the year-ended December 31, 2006 and 2005 were $3.14 and

$1.65, respectively.

The following tables summarize the stock option activity for the years ended December 31, 2006 and 2005,

OQutstanding, December 31, 2005
Granted, March 1, 2006
Gramed, July 20, 2006
Exercised

Forfeited, Canceled
Outstanding, December 31, 2006
Excrcisable, December 31, 2006

Qutstanding, December 31, 2004
Granted, March 1, 2005
Grauted, July 1, 2005

Granted, December 1, 2005
Exccised, Scptemnber 30, 2005
Forfeited, Canceled
Qutitanding, December 31, 2005
Excrcisable, December 31, 2008

Weighted
Weighted Average
Average Remaining
Exercise Contractual
Price per Term
Shares Share (in Years)
324,240 § 0.82
116,750 4.50
45,000 6.00
625 4.50
1,875 4.50
483,490 $ 217 8.77
243,183 § 227 8.78
Weighted
Weighted Average
Average Remaining
Exercise Cootractnal
Price per Term
Options Share (Io Years)
. $ .
10,000 300
353,840 0.55
20,000 2.00
59,600 -
324240 $ 0.82 9.52
83,560 §° 0.88 9.50
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S. Income Taxes - The Company utilizes Sttement of Financial Accounting Standards No. 109, “Accounting for Income Taxes,” which requires
an asset end Lability spproach o financial accounting and reporting for incoms taxes. The difference between the financial staterpent and (ax
basis of asscts and linbilitics is determined annunlly. Deferred income tax assets and lisbilities are computed for those temporary differences
that have future tax consequences using the current enacted tax laws and mtes that apply to the periods in which they are expected to affect
taxable income. Valuation sllowances ere established, if necessary, to reduce the deferred tax asset to the amount that will, more likely than
not, be realized. Income tax expense is the current tax payable or refundable for the year plus or minus the net change in the deferred tax
assets and linbilities.

T. Net Loss Per Share - Basic and diluted net loss per share has been computed using the weighted-average number of shares of common stock
oulstanding during the period.

The following table presents the calculation of basic and diluted net Joss per share:

2006 2005 2004
Net loss available to common stockholders s (14371572) § (2.678,369) 3 (2,523,142)
Net lois per share, basic and diluted $ 0.84) § 043) § (0.55)
Weighted-average shares used in computing net loss per share, basic and diluted 8,906,266 6,250,447 4,615,571

The Company hns included $214,928 and $291,914 in the numemator to eccount for cumulative dividends for Scries A preferred stock that
were recognized for 2006 and 2005, respectively. As of December 31, 2006 all of these dividends have been paid.

The Company has excluded all outstanding warrants and options from the calculation of diluted net loss per share because all such securities
arc antidilutive for all applicable periods presented.
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The total number of shares excluded from the calculations of diluted net loss per share, prior to application of the treasury stock method for
warronts, was 814,424, 594,424 and 294,424 for the yi:ars ended December 31, 2006, 2005 and 2004, respectively. Such securities, had they
been dilutive, would have been included in the compute ion of diluted earnings per share.

The tots] number of shares excluded from the calculations of diluted net loss per share, prior to the application of the tremsury stock method
for options, was 483,490, 324,240 and 0 for the years :aded December 31, 2006, 2005 and 2004, respectively. Such securities, had they been
dilutive, would have been included in the computation of diluted earnings per share.

Concentrations of Risk - Grant revenue was comprised, wholly from grants issucd by the federal government and accounted for 88.0%, 88.9%
and 83.5% of total revenue for the years ended Deceniber 31, 2006, 2005 and 2004, respectively. Although the company anticipates ongoing
federal grant revenue, there is no guarantee that this revenue stream will continue in the future,

Financiel instruments that potentially subject us to 8 s.gnificant conceatration of credit risk consist primarily of cash and cash equivalents and
securities available-for-sale. The Company maintains deposits in federally insured institutions in excess of federally insured limits. The
Company does not belicve it is exposed to significant credit risk due to the financial position of the depository institutions in which those
deposits are beld. Additionally, the Company has est blished guidelines regarding diversification of its investment portfolio and maturities of
tnvestments, which are designed to meet safety and liiuidity.

Foreign Currency Exchange Rate Risk - The Compariy has entered into a manufacturing agrocment with a forcign third party to produce one
of its drug compounds and is required to make pa:ments in the foreign currency. As a result, the Company's financial results could be
affected by changes in forcign cumrency exchange iates. Currendy, the Campany’s exposure primarily exists with the Euro Doilar. As of
December 31, 2006, the Company is obligated to make payments under the ogreement of 1,295,385 Euros. The Company has established
means to purchase forward contracts to hedge againg. this risk. As of December 31, 2006, no hedging transactions have been consummated.

Comprehensive Income/{Loss) - The Company upplies Statement of Financial Accounting Stndards (SFAS) No. 130, “Reporting
Comprehensive Income.™ SFAS No. 130 requires disclosure of all components of comprehensive income on an annual aod interim basis.
Comprehensive income is defined as the change in equity of a business enterprise during 8 period from transactions and other events and
circumslances from non-owner sources.
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X. Scgment Reporting - As of December 31, 2006 the Company has determined that it operates in only one segment. Accordingly, no segment
disclosures have been included in the notes 1o the consolidated financial statements.

Y. Effect of New Accounting Standards - In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Cormrection - a
Replacement of APB Opinion No. 20 and FASB Statement No. 3” {"SFAS 154"). SFAS 154 changes the requirements for the accounting for
and the reporting of a change in accounting principle. SFAS 154 requires that a voluntary change in accounting principle be applied
retroactively with all prior period financial statements presented under the new accounting principle. SFAS 134 is effective for accounting
changes and corrections of errors in fiscal years beginning after December 15, 2005. The Company has determined that the adoption of the
requirements required under SFAS 154 will not have s material impact on the financial statements of the Company.

On July 15, 2006 the FASB issued FIN48, Accounting for Uncertainty in Income Taxes - An Interpretation of FASB Statement No. 109. The
Compapy does not ¢xpect that the adoption of the recognition and measurement requircments required under FIN4S will have a8 maternial
impact on the {inancial statements of the Company.

Note 3. Significant Alliances and Related Parties
The Cleveland Clinic Foundation

Effective July 2004, the Company entered into 8 strategic alliance with CCF. Under the agreement, the Company received an exclusive license to use
CCF licensed patents and CCF technology for the benefit of the Company for research and drug development. The Company bas primary responsibility
to fund all newly developed patents; however, CCF retains patent ownership on those contained in the agreement. The Company aiso has the
responsibility to secure applicable regulatory approvals. In partial consideration of this agreement, in December 2004, the Company issued 1,341,000
shares of its common stock to CCF and recognized $2,250,000 &s non-cash research and development expense in exchange for the stock. The
calculation of this expensc was based in part on an ¢stimate of the Company’s value based on discussions in 2004 with potential investors, in which the
Company was estimated to have a value of approximately $12,500,000. This veluation was reflected in an agreement between the Company and an
invesument bank dated September 30, 2004. This agreement sct forth the terms on which the investment bank was to mise equity capital for the
Company. In light of the preliminary and subjective nature of that estimate, the Company discounted that estimate to amive at » valuation of
$10,000,000.
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CCF will receive milestone payments for each product developad with CCF techinology as development passes through major developmental stages. In
addition, the Company will pay CCF royalties and sublicense royalties as a percentage of oet sales of )l commercial products developed with CCF
technology. No milestone payments, royelties or sublicense royalties have been paid through the year eaded December 31, 2006, although the
Company has eccrued $50,000 in milestone payments o3 a long term lisbility.

Tae Company rocognized $0, $O and $105,000 in service rev mues for the years ended December 31, 2006, 2008 and 2004, respectively, from CCF
related to a high-throughput screcning engagement. The Conipany also incurred $1,142,290, $475,934 end $51,129 in subcontract expenss to CCF
related to techmology grants for the years ended December 31, 2006, 2005 and 2004, respectively. The balance remaining is $7,309 in accounts paysable
a1 December 31, 2006.

ﬂtCompmyalsorcnwdoﬁieeandhbmtmyspmﬁ'omnnenﬁtyre!atadtoCCFonamomhtomonﬂ:basisthmugthyonOOS. Rent to this entity
related to CCF was $0, $11,121 and $32,400 in 2006, 2005 and 2004, respectively.

CisemBridge Corporation

Tn April 2004, ChemBridge Corporation scquired 357,600 sh ires of the Company's common stock valucd st 56,081 (subject to antiditution provisions
for future equity issues) and holds warrants to purchase ar additional 264,624 shares of the Company’s common stock for $1.13 per share, The
wirrants expire in April 2010. Under the agreement, Chem Bridge has agreed to provide chemical technology and expertisc for the benefit of the
Company for rescarch and drug development,

In April 2004, the Company entcred into & chemical libraries license agreement with ChemBridge. Under the tenms of the agreement, the Company has
2 non-exclusive worldwide license to use certein chemical ¢ ympound libraries for drug research conductod on its own or in collzboretion with others.
In return, ChemBridge will receive royalty payments on any revenue received by the Company for all contracts, exctuding CCF, in which the libraries
are: used. No revenues of royaltics have been paid through th: year ended December 31, 2006.
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The Company has slso agreed to collaborate with ChemBridge on two optimization projects, wherein ChemBridge will have the responsibility of
providing the chemistry compounds of the project and the Company will bave the responsibility of providing the biological expertise. ChemBridge will
retain a 50% ownership interest in two selected “confirmed hits™ that make up the optimization projects.

The parties witl jointly mansge the development and commercialization of any compounds arising from an optimization project. No “confinmed hits”
have been selected during the year ended December 31, 2006.

In adfition, the Company paid ChemBridge $29,910, $3,913, and $395 for the purchase of chemical compounds in the normal course of business in
2006, 2005 and 2004, respectively.

University of New South Wales

In Juxe 2003, the Compeany entered into a three year collaborative research agreement with the University of New South Wales (UNSW) to utilize
functional genomic technologics in an atiempt to identify genes in childhood neurcblastoma as poteatial candidates for the future development of
molerular-targeted gene therapy. Under this agreement, the Company will make monetary and in-kind contributions with the collaborative partmer in
connection with the project under terms of the agreement. In retum, the Company co-owns resulting intcllectual property and has a right 1o use this
intellectual property royalty free for internal purposes. The collaborative parties agree to negotiate a license armangement for commercial projects
resulting from co-owned intellectual property. No collaborative intellectual property has been developed during the term of this agreement. The
agreement expired in June 2006 and was not renewed.

UNWS and two related parties to UNSW advanced funds of $109,000 and $174,500 during the year ended December 31, 2004 to the Company in
exchange for convertible promissory notes, which mature on October 18, 2007 and November 23, 2007, respectively. These balances remained on the
balance sheet as of December 31, 2005 a3 long-term notes payable. On July 20, 2006, the effective date of the initial public offering, the outstanding
notes payable and accrued interest were converted into 124,206 shares of common stock. During the year ¢nded December 31, 2005 a party related to
UNSW edvanced $50,000 in exchange for & convertible promissory note, which was subsequently converted into Series A Preferred Stock and
eventually converted into common stock at the effective date of the initial public offering. In addition, the Company paid UNSW 30, $25,011 and
$30,303 for subcontracted research during the years ended December 31, 2006, 2005 and 2004, respectively.
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Cooperative Research and Develgpment Agreement

In August 2004, the Company cntered into a five-year cooperative research and development agrecment (CRADA) with the Uniformed Service
University of the Health Sciences, which includes the Armed Forces Radiobiology Research Institute, the Henry M. Jackson Foundation for the
Advincement of Military Medicine, Inc., and CCF, to evaluate the companies’ mdioprotective drug candidates and their cffects on intracellular and
extrecellular sigoaling pathways. Under the terms of the ugreement, ell parties are financially responsible for their own expenses related to the
agroument. The agreement may be unilaterally terminated by any party upon 30 days prior written notice..

Suniise Securitles Corp.

The Company engaged Sunrise Securities Corp. to act as the investment banker for the private placement that took place in March 2005 and as a lead
underwriter for the initial public offering in 2006. Sunrise Sccurities Corp. and partics related to Sunrise Securities Corp. are owncers of both common
stock; and warrents of the Company as a result of the private placement and the initial public offering. The Company paid Sunrise Securitics Corp,
$75,000 es an initial retainer for underwriting work associated with the initial public offering and $945,000 from the proceeds of the initial public
offering.

Subcontractors

Three company stockholders received payments for subcontact/consulting services performed on certain grmat swards and internal research and
development. Two of these stockholders were subsequently tired by the Company during 2005 and the other continues to receive payments. Total
subcontract expense made 1o the related partics amounted to $104,168, $100,250 and $77,250 for the years ended December 31, 2006, 2005 and 2004,

respectively,

Conzultants

One company stockholder received payment for consulting services performed related to business development. Total consultant expense made to this
telated party amounted to $77,300, $49,000 and $0 for the yezrs ended December 31, 2006, 2005, and 2004, respectfully.

Note 4, Stock Traasactions

In June 2003, the Company was incorporsted in the State of Delaware and the founders entered into restricted stock agreements as the Company
comunenced busincss operations,
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As of December 31, 2006 all of the restricted stock was fully vested. The founders, their positions and sumber of shares purchased appear below. The
total initial valuc assigned to these shares was 325,000 because ot the time, without the involvement of ChemBridge or CCF, the probability of
becoming a going concern was deemed to be remote.

Number of
Name Position Shares
Dr. Andrei Gudkov Chief Scientific Officer . 1,579,400
Dr. Michae] Fonstein Chicf Exccutive Officer, President, Chairman of the Board 1,311,200
Dr. Yzkov Kogan Executive Vice President of Business Development, Secretary 715,200
Dr. Eiena Feinstein Executive Vice President of Research and Development 268,200

Dr. Veronika Voustein General Manager 119,200

In April 2004, Dr. George Stark entered into a restricted stock agreement for 208,600 shares of common stock, which fully vested at the time of
issuance. As the transaction pre-dated ChemBridge's investment, the Company believad that its value remained at $25,000, and the valuc assigned to
these shares was $1,287. He continues to serve the Company as the Chairman of the Scientific Advisory Board.

In August 2004, sfer ChemBridge acquired its shares, the Company entered into restricted stock agreements with Dr. Vadim Krivokrysenko, Dr.
Katerina Gurova and Dr. Michael Chemov for 50,660, 107,280, and 50,660 shares of common stock respectively. With ChemBridge's investment, the
Coropany deemed the probability of becoming a going concern to have increased slightly and the Company was velued st & total of $75,000. The value
assigned to these shares was $3,387. These stockholders continue to provide the Company with molecular and cancer biology expertise and
management of laboratory operations and dmg discovery projects,

In August 2004, Dr. Veronika Vonstein sold all 119,200 of her shares back to the Company, ¢ffectively terminating her relationship with the Conipsay,

to pursuc outside oppommiti'es. In August 2004, Dr. Andrei Gudkov sold 29,300 shares back to the Company to maintain an appropriate percentage
owrership, as determined by the founders as a group. :

F-22




In September 2004, the Company issued 29,800 warrants o Suarise Securities Corp. and its designees at an exercise pricc of $2.00 per share, which
expire in March 2010. The warrants were issued to retain Sunris : Securities Corp. as an investnient banker.

In March 2005, the Company issued 3,000,000 shares of Series A Participating Convertible Preferred Stock (Scries A) for $6 million in gross proceeds.
These shares were convertible into common stock on a one-for-one basis and cam 8 dividend of 6% payable biannually on February | and August | i
cash or common stock. In conjunction with the issuance of the ‘Series A shares, $50,000 of convertible notes held at December 31, 2004 and & $50,000
note: issued February 3, 2005, including eccrued interest, wen: converted into 51,219 shares of Serics A preferred stock. The Company also issucd
308,000 shares of common stock and 300,000 warrents to purchase 300,000 shares of common stock with an exercise price of $2.00 per share to
Sunrise Securitics Corp., the private placement agent, and its «lesignees as partial consideration for their services rendered. 295,850 of these warrants
expire on March 15, 2010 and 4,150 expire on March 28, 2010 resulting from two closing dates.

In March 2005, the Company issucd 10,000 stock options undcr a non-qualified stock option agreement to a consultant who works for the company on
an ongoing bagis. These options aflow for the purchase of co nmon stock at 8 price of $3.00 per share. Thesc options have a thirteen month vesting
schesule and expire on March 1, 2015, The value of the options is being recognized as consulting expense over the vesting period based on the Black-
Scholes optiocn pricing model.

In July 2005, the Company issucd 294,240 stock options to “arious employees of the Company under non-qualificd stock option agreements. These
options allow for the purchase of 190,000 sbares of common ftock 8t a price of $.66 and 104,240 shares of common stock at a price of $0.67 per share,
tespectively. These options have @ threc-year vesting sche fule and expire on June 30, 2015. The value of the options is being recognized as
compensation expense over the vesling period based on the Back-Scholes option pricing model.

1o July 2005, the company issued fully vested options to purchase 59,600 shares of common stock under a non-gualified stock option agreement to an
outside consultant who works for the company on an ongoin;; basis. These stock options were exercised at 2 price of $2.00 per share and the company
recorded $119,200 in consulting fees as a result of the issuans:e of these stock options.

On August |, 2005, the Company paid a stock dividend of 09,201 shares of common stock to holders of record of the outstanding Series A preferred

stock.

F-23

"

-




In December 2005, the Company issued 20,000 stock options under & non-qualified stock option agreement to a consuttant who works for the company
on an ongoing basis. These options allow for the purchase of common stock at & price of $2.00 per share with a two-ycar vesting schedule and expire
on November 30, 2015.

As o condition of the issuance of the Series A preferred stock in March 2005, all holders of Serics A preferred stock received an additional 2% of all
preferred siock, common stock and warrants that each Scries A prefemred stockholder owns for each 30 day period that a delay occurs in a required
wansuction. These penalty shares are not subject 1o compounding or prorating based on the number of days of delay. They are earned &1 the end of each
30-dry penalty period. For the first quarter of 2006, one penalty period occurred in which 60,000 shares of Series A preferred stock were camed at
$120,000. In addition, 13,515 shares of common stock were carmed at $27,030. The penalty shares were issued in January 2006,

Pursuant to an Amendment to the Series A Rights Agreement, dated as of February 17, 2006, the Company’s obligation to issue penalty shares was
suspended for & period of 70 days, subject to & one-time 45-day extension, while the Company's regisiration staternent was being reviewed by the SEC.

On February 1, 2006, the Company peid 8 common stock dividend of 91,776 shares to holders of the Sertes A preferred stock to satisfy the dividend
requirement of the preferred stock issuance,

On March 1, 2006, the Company issued 116,750 stock options to various cmployces and consultants of the Company under non-qualified stock option
agreenents. These options allow for the purchase of 116,750 shares of common stock at a price of $4.50. These options have a three-year vesting
schedule end expirc on February 29, 2016.

On June 2), 2006, after the expiration of the 115-day extension and an additional 30-dey period, the Company incurred one ndditional penalty period in
which 60,000 shares of Series A preferred stock were camned a4 $120,000 and 15,295 shares of common stock were camed i $30,590. The Company
has wint incurred any further obligation to issue penalty shares since these issuances.

See Note 8 for further details on stock option agreements.

On July 20, 2006, the Company sold 1,700,000 shares of common stock in its initial public offcring at $6.00 per share. The net proceeds to the
Company from this offering were approximately $8,300,000. Beginning July 21, 2006, the Company’s shares were quoted on the Nasdaq Capital
Market and listed on the Boston Stock Exchange under the symbots “CBLE" and “CFB™ respectively. In connection with its initial public offering, the
Company sold warrants to purchase 170,000 shares of commen stock to the underwriters and their designees et a cost of $100.00. The warrants have an
exercise price of $8.70 per share,
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On July 20, 2006, the effective date of the Company’s initial publis offering, the Company issued 92,407 shares of common stock 83 accumulated
dividends to the Series A prefemred stockholders. On the same date, all of the Company’s Series A Preferred shares automatically converted on & one-
for-one basis into 3,351,219 shares of commmon stock and notes of thi: Company in the principal amount of $283,500 plus sccrued interest of $29,503
automatically converted into 124,206 shares of common stock. In cor-nection with their appointment to the Board, the Company issued to cach of the
Company's three new independent directors, options to purchese 15,000 shares of common stock with an exercise price of $6.00 per share.

On September 21, 2006, the SEC declared effective a registration stalement of the Company registering up to 4,453,601 shares of common stock for
resale from time to time by the selling stockholders ramed in the prospectus contained in the registration statement. The Company will not receive any
proceeds from the sale of the underlying shares of common stock, altirough to the extent the selling stockholders exercise warrants for the underlying
stares of common stock, the Company will receive the exercise price of those warrents. The registration statcroent was filed to satisfy registration
rights that the Company had previously granted.

0a November 16, 2006 the Company issued 50,000 waranis to an outside congultant. These warrants are immediately exercisable into common shares
of the Company and have an exercise price of 36,00 per share and an e.piration date of November 16, 2011
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Note 5. Convertible Notes Payable

Unse:ured note to a research collaborator of the Company, bearing interest
ol 6% per annum, principal and intcrest due October 2007. Maodatory
conversion into common stock upon an inftial public offering of the
Comyrany st the fixed conversion price of $2.52 per share. Optional
conversion into common stock or a new debt agreement depending on
whether the Company maises sdditional capital through ndditional equity or
debt, Upon the option conversion, the conversion amoumt will be converted
into common stock st the new issue price per share or into a new debt
instrument with a principal amount equal to the conversion arount.

Unsecured note to stockholder, bearing interest at 5% per annum, principal
and inrerest due May 2007, This note was converted into preferred stock in
March 2005.

Two unsecured notes 10 a research collaborator of the Company, bearing
interest ot 6% per anoum, principal and interest duc November 2007,
Mendatory conversion into commeon stock upon an initial public offering of
the Company at the fixed conversion price of $2.52 per share. Optional
conversion inte common stock or 8 new debt agreement depending on
whetker the Company raises addivional capital through additiona) equity or
debt, Upon the optional conversion, the cooversion amount will be
converted into commeon stock at the new issue price per share or into & new
debx instrument with & principal amount equal to the conversion amount.

Curreat portion

Long-term accrued interest

2006 2005 2004

- 3 109,000 § 105,000

- — 50,000

— 174,500 174,500

$ 283,500 $ 333,500

283,500 333,500

— 19,574 4019

— 3 303,074 $ 337,519

All the aforementioned convertible notes w'ere converted into common stock on July 20, 2006 at the complstion of the initial public offering.
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Note 6. Income Taxes

I The Company accounts for income taxes under SFAS No. 109, “Accounting for Income Taxes." Significant compenents of the Company’s net

deferred tax asscts are shown below. A valuation allowsnce of $1,898,000, $2,022,000 and $1,063,000 has been recognized a1 December 31, 2006,
2005 and 2004, respectively, to offsct all deferred tax assets, as realization of such asset is uncertain, The increasc in the valustion allownnce of

$2,876,000 between 2005 and 2006 results from additional losses.

1006 - 2005 1004
Deferred tax asset :
Net operating loss carryforwards H 4,586,000 § 1,897,000 § 1,003,000
: Deferred compensation 345,000 135,000 66,000
! Loss on short term investroents ' 2,000 7,000 —
! Depreciation (35,000)) (17,000)) (6,000))
Total ' 4,898,000 2,022,000 1,063,000
Veluation allowance $ (4,898,000)) § (2,022,000)) §$ (1,063,000))
Net deferred tax asset H — 8 ' . —

As of December 31, 2006, the Company has Feder;al net operaing loss carryforwards of approximately $11,480,000. The Federul net operating loas
camvforwards will begin to expire in 2023 unless utilized Net opernting loss caryforwnrds and available credits are subject to review and possible
sdjustment by the Internal Revenue Service and may be limited *n the event of certain changes in the ownership interest of significant stockbolders.
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Note 7. Other Balance Sheet Details
Avcilable-For-Sale Cash Equivalents and Marketable Securitles .

Avnilable-for-salec Marketable Securitics consist of the following:

Gross Gross
Accrued Unrealized Unrealized Falr
Cost loterest Gains Losses Value
December 31, 2006 - Current Marketable Securities $ 2,000,000 $ 42479 $ -3 4,165 § 2,038,314

Avuilable-for sale marketable securities consist of certificates of deposits with various commercinl banks throughout the country. The unrealized gains
and Josses on these securities were primarily caused by recent changes in market interest rates, Because the Company has the ability and intent to bold
these securities until a recovery of fair value, which may be at maturity, the Company does not consider these securities to be other than temporarily
impaired as of December 1, 2006. .

The Company considers investments with a maturity date of more than three months from the date of purchase to be short-term investmenuts and has
classified these securitics as available-for-sale. Such investments are carried at fair vatuc, with unrealized gains and losses included as sccumulated
othtr comprebensive income (loss) in stockholders™ equity. The cost of available-for-sale securities sold is deteymined based on the specific
identification method.

As 1 result of changes in market interest mtes on investment, the Company recognized unrealized gaine/(losses} of $13,645, ($17,810), and 50 for the
years ending December 31, 2006, 2005, and 2004, respectively. [n 2006, the Company recaptured $6,967 of the previously reconded other
comprehensive Loss due to the maturity of the short term investments and recaptured $6,678 duc 1o market valuc fluctuations of the outstanding short
term investments. The Company purchased shori-term investments and incurred unrealized losses of $17810. These gains/(losses) were charged
directly against Stockbolders’ Equity as Other Comprebensive [ncome/(Loss) in the periods incurred. The Company intends on bolding these securitics
to maturity and views these unrealized losses as temporary in nature,




Equipment
Equipment consists of the following:
. 2006 2008
Luboratory Equipment 3 34754 % 225,997
Computer Equipment 132,572 91,788
Furniture 65,087 40,158
545,603 357,943

Less accumulated depreciation (142,011) (47,080)

$ 403592 § 310,863

Not: 8. Commitments and Contingencies

The Company has cutered into various agreements with thind partics and certain related parties in connection with the rescarch and development
ectivitics of its existing product candidates as well as discovery efforts on potential new product candidatcs. These agreements include costs for
research and development and license agreements that represent the Company’s fixed obligations paysble to sponsor research and minimum royalty
payraents for licensed patents. These amounts do not include any additional amounts that the Company may be required to pay under its license
egrecments upon the achievement of scientific, regulatory and ¢ ymmercial milestones that may become payable depending on the progress of scientific
development and regulatory approvals, including milestones sich as the submission of an investigational new drug application to the FDA, similar
submissions to forcign regulatory authorities and the first comiaercial sale of the Company’s products in vasious countries. These agreements include
costu related to manufacturing, clinical trials and preclinical stwlies performed by third partics.

The Company is also party to three agreements that require it to make milestone payments, royeltics on nct sales of the Company’s products and

payroents on sublicenss income received by the Company. As of December 31, 2006, no milestone payments have been made, although $50,000 has
been accrued under one of these agreements.
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From time to time, the Company may have certain contingent liabilities that arise in the ordinary coursc of business. The Company accrues for
liabilitics when it is probable that future expenditures will be made and such expenditures can be reasonably estimated. For all periods presented, the
Cornpany is not & party to any pending material litigation or other material legal proceedings.

The Company currently has operating lease commitments in place for facilities in Cleveland, Ohio and Chicago, Hllinois as well as office equipment.
The Company recognizes rent cxpense on a straight-line basis over the term of the related operating leases. The operating fease expenses recognized
wer: $160,742, $112,967 and $18,900 in 2006, 2005 and 2004, respectively.

Antual future minimum leasc payments under present lease commitments are a9 follows. These future minimum payments have not been adjusted to
reflect an inflation edjustment inctuded in the lease for the Cleveland facilities based on the Groszs Domestic Product Price Deflator.

Operating
Leases
2007 s 63,460
2008 4,949
2000 _ 1,935
$ 70,344

The Company has entered into stock option agreements with key employees, board members and consultagts with excrcise prices ranging from $0.00
to $6.00. These awards were approved by the Board of Directors. Option granis beginning in 2005 vest ratably over periods ranging from zere to three
years, The options expire ten years from the date of grant, subject to the terms applicable in the agreement. A list of the total stock options awarded and
cxcrcised appears below:

Number of Welghted Average

Options Exercise Price
Outs'anding at December 31, 2004 _ N/A
Granted 383840 § 0.69
Bxercisod 59600 $ -
Forfeited -— N/A
Outstanding at December 31, 2005 324240 8 0.82
Graned ; 161,750 § 492
Exercised . 625 § 4.50
Forfetted 1,875 § 4.50
Quisianding at December 31, 2006 483490 § 2.17
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Tie mumber of options end weighted avernge exercise price of options fully vesied and exercisable for the years ending December 31, 2006, 2005 and
2004 were 243,183, 83,560 and 0 options at $2.27, $0.88 and SO rcspectively. A table showing the number of options outstanding &nd cxescisable
(Fally vested) at December 31, 2006 appears below:

Oumnndlng . Exercisable
Weighted
Average
Number of Years to Number of
Exercise Price Options Expiration Options
$6.66 ’ 190,000 8.5 95,000
0.67 104,240 8.5 52,120
2.00 20,000 892 12,500
1.00 10,000 8.17 10,000
4.50 114,250 9.17 28,563
6.00 45,000 9.56 45,000
Total 483,490 8.717 243,183

The Company has entered into warrant sgrecments with sirategic partners and consultants with exercise prices ranging from $1.13 to $8.70. These
awards were spproved by the Board of Directors. The waiments expire between five and six years from the date of grant, subject to the terms epplicable
in the agreement. A List of the tota) warrants awarded and exerc.scd appears below.

Number of Weighted Average

Warrants Exercise Price
Outstanding st December 31, 2004 ' 294424 § 1.22
Gruated 300000 $ 2.00
Execrcised . — N/A
Foifeited — N/A
Ouistanding at December 31, 2005 ' 594424 § 1.6}
Grunted 220,000 5 8.09
Extrcised —_— N/A
Forfeited . - N/A
Qurstanding at December 31, 2006 814424 § 3.36

The Company has eatered into employment agreements with three key executives who, if ierminated by the Company without cause ¢s described in
these agrecments, would be entitled to Severance pay.
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While no legal actions are currently pending, the Company may be party to certain claims brought against it arising from certain contractual matters. It
is not possible to state the ultimaze liability, if any, in these matters. In management™s opinion, the ultimate resolution of amy such claim will not kave a
material adverse effect on the financial position of the Company. '

Note 5. Subsequent Events

On Jenuary 12, 2007 the Company catered into & Sponsored Research Agreement with the Roswell Park Cancer Institute in Buffalo, New York
whentby 8 portion of the research and development activities of the Company will be relocated to Buffalo, New York, The Roswell Park Cancer
Institutz has awnrded the Company $3,000,000 in rescarch grant funding, $2,000,000 to be paid on April 1, 2007 and 31,000,000 to be paid on April 1,
2008.
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Itemn 8. Changes In and Disagreements With Accountants on Accrunting and Financia) Disclosure

There were no disagreements with accountants and finencisl d.sclosures for the years ended, December 31, 2006 and 2005.

Ttein 8A. Cootrols and Procedures
Eff:ctiveness of Disclosare

Our management, with the participation of our chicf execut.ve officer and chief financial officer, evaluated the effectiveness of our disclosure
controls and procedures as of December 31, 2006 as defined in Ruler, 13a-15(c) and 15d-15(¢) under the Securitics Exchange Act of 1934, 23 amended,
or the Exchange Act. Our management recognizes that any camtrofs and procedures, no matter how well designed and operated, can provide only
reaonable assurance of achieving their objectives and management necessarily applies its judgment in evaluating the cost-bepefit relationship of
posiible controls end procadures. Based on the evaluation of our ¢isclosure controls and procedures ss of December 31, 2006, our chicf cxecutive
offizer and chief financial officer concluded that, &s of such dute, our disclosure controls and procedures were cffective to assure that information
required to be declared by us in reports that we file or submit under the Exchange Act is (1) recorded, processed, summarized, and reported within the
periods specified ip the SEC’s nules and forms and (2) scoumulnted and communicated to our management, including our chief execautive officer and
chief financial officer, as appropriate, to allow timely decisions regading required disclosure.
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Chaages in Internal Control over Financlal Reporting

No change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) occurred
duriog the fiscal year ended December 31, 2006 that has materially affected, or is reasonably likely to materislly affect, our internal contro! over
financisl reporting.

This annual report does not include a repert of management’s assessment regarding internal control over financial reparting or an sttestation
report of our registered public accouating firm due to » transition period established by rules of the SEC for newly public companies

Item 8B. Other Information .

Not applicable.
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PART I

Item 9. Directors, Executive Officers, Promoters, Contro) Persons and Corporate Governance; Compllance with Section 16(s) of the Exchange
Act

Seo the section entitled *Directors and Executive Officers™ in Past [, Item | hereof for information regarding directors and executive officers.
Section 16(2) Beneficial Ownership Reporting Compliance

Section 16 of the Exchange Act requires our officers (as c'efined under Section 16), directors and persons who beneficially own greater than
10% of a registered ciass of our equity securities to file reports of ¢ wnership and changes in ownership with the SEC. Based solely on 8 review of the
forms it has received, we believe that, during 2006, all Section 16 filing requirements applicable to our officers, directors and greater than 10%
beneficial owners were complicd with by such persons, cxcept that form 3 filinga for ezch of CBL's officers, directors and greater than 0% beneficial

owners other than Dr. Fonstein and Sunrise Equity Partners, L P. were not timely filed duc to technical delays associated with obtaining the sppropriate -

filing codes prior to our initial public offering. Such filings were made promptly after the technical delays were resolved.
Coda of Ethics for Senlor Executives and Code of Conduct

In May 2006, our Board of Dircctors adopted a Code of 1ithics for Senior Executives that is specifically spplicable to its exccutive officers
and senior financial officers, including its principal cxecutive off cer, its principal financisl officer, and controller. The Code of Ethics for Senior
Executives is posted on our website, www.cbiolabs.com, under the caption “lnvestor Information.” We bave also adopted 8 Code of Conduct in order
1 promote bonest and ethical conduct and compliance with the laws and governmental rules and regulstions to which we are subject. The Code of
Conchuct is applicable 1o all of our cruployees, officers and directo s, and is posted on the Company's website, www.cbiolabs.com, under the caption
“Investor [nformation.” A copy of the Code of Ethics for Senjor :3xecutives or Code of Couduct can be obtained by requesting such documents in
writing from our Chief Financial Qfficer at our corporaic headquart:rs.

Audit Committee

The Audit Commitee of our Beard of Directors consisti of Messis. Antal, Kasten and Perez, cach of whom bas been determined to be
independent in accordance with the standards of the Nasdaq Cipital Market The Audit Committeo generally has direet responsibility for ouwr
accounting policies and internal controls, financisl reporting practices, and legal and regulatory compliance. More specifically, the Audit Comrmittee
has n=sponsibility to review and discuss the annual sudited finaaci: | stalements and disclosures with management and the independent anditor; review
tke financia) statements and disclosures provided in our quarterly and periodic reports with management, the senior internal auditing executive, and the
independent suditor; oversee the external audit coverage, including appointment and replacement of the independent suditor and pre-approval of all
audit and non-sudit services to be performed by the independent suditor; und oversce internal sudit coverage, including the appointment and
replazement of tbe senior internal auditing executive. The Board of Directors bas determined that Mr. Antal is an “audit committee financial expert,” as
that t=rm is defined in the SEC rules adopted pursuant to the Sarbases-Oxley Act.
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Item: 10. Executive Compensation

The following table provides information concerning the compensation for services in all capacities to us for the year ended December 31,
200, to Michael Fonstein, who served as our principal executive officer, and .our two most highly compensated executive officers (other than the
principal executive officer), Messrs. Kogan and Marhofer (collectively, the “Named Officers™).

SUMMARY COMPENSATION TABLE

Nume and Priscipal Posttion Year

Michael Fonstein 2006
Chic! Executive Officer T 2005
Yakov N. Kogan 2006
Execative Vice President 2005
John A. Muarhofer, Jr. 2006
Chief Financial Officer 2005

Salary

—

191,667
155,000

166,667
143,725

90,000
64,460

Noo» Noo-
Equity  Qualified
Iocentive  Deferred
Plan Compen? All
Stock Optdon  Compens- -atiom Other
Bonoy Awardy  Awards stion Earniagy Compensstion
(UI0] @3 _ oOm ® U] s ___
35,378 - - - -
34,500 - - - 48,855(4)
17,750 49,559 - . -
558 18,552 - . -

Total

227,04203)
155,000

250,022
143,725

157,309
83,571

(1) Bonuses earned in a given year are paid during the current and the next year. For example, the bonuses indicated as carned in respect of 2006
were paid in Scptember of 2006 and January of 2007.
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@ Option award amounts are calculated using the provisions cf Statement of Financial Accounting Standards (*SFAS™) No. 123R, Share-Based
Payment. Further details can be found in Item 6 under “Critizal Accounting Policies - Stock Based Compensation.”

(£)] Total compensation figure docs not inchude amounts for commuting from primary residence in Chicago, Illinois of $9,083 for 2006 and
$9,922 for 2005.

4 Represents tuition reimbursement for masters in business administration program.

CBL entered into employment agreements dated as of August |, 2004 with each of Michael Fonstein, CBL's Chicf Executive Officer, and
Yakov N. Kogan, CBL's Executive Vice President. For the year enled December 31, 2006, Dr. Fonstein's snnual base salary was $191,667 and Dr.
Kogan's annual base salary was $166,667. These agreements have threc-year initial terms and arc renewed pursuant to theit terms for successive one-
year periods, unless earlier terminated in eccordance with their tezms. If either executive is terminated by CBL without cause es described in the
agreements, he would be entitled to scverance pay equal to ninc months of his annual salary. The agreements also coniain standard confidentiality,
assignment of inventions, non-competition and non-solicitation provisions to help protect the value of CBL's intellectual property. Mt. Marhofer does
pot have an employment agreement.

OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END

Below is information relsting to unexercised options held b7 John A. Marhofer, Jr., cur Chief Financial Officer, 8s of December 31, 2006. No
othe: named executive officer beld any unexercised options or umves:ed stock as of such date.

Option Awards
Equity
Incentive
Plan
Nomber Number Awards:
of of Nember of
Secorities Securities Secaritia
Underiying Undertying Underiytng
Ubexerdsed Unexerciyed Unexereised Option
Options Optioms Unearued Eretrciss Opticn
o ™ Options Prics Eapirstion
Nam: Eaerciiable Uoestreisabla ()] {3) Dty
Jolm A. Marhofer, J1. 5,000 15,000 - 4.50 212812016
11,592 11,592 - 0.67 67302015




The vesting dates for the option awards in the table sbove are as follows:

20,000 options expiring on 2/28/2016:

5,000 options immediately vest on grant date of 3/1/2006
5,000 options ves! on 3/1/2007
5,000 options vest on 3/1/2008
5,000 options vest on 3/1/2009

23,184 optioas expiring on 6/30/2015:

5,796 options immediately vested on grant date of 7/1/2005
5,796 options vest on 7/1/2006
5,796 options vest on 7/1/2007
5,796 options vest on 7/1/2008

DIRECTOR COMPENSATION

Qur independent directors, other than Dr. DiCorleto, receive a payment of $25,000 per year for two meetings scheduled at our headquarters
and ar additional $2,500 for ell mectings attended throughout the year. For the period from July 20, 2006 (the cffective date of our initial public
offering) through December 31, 2006, we paid each of these three independent directors & fee of $12,500 for their services as director. In addition, we
also granted t0 cach of these three independent directors options to purchase 15,000 shares of Common Stock at our initial public offering price of
$6.00 per share. All of those options vested immediately upon gmat and arc exercisable for ten years. Each of our independent directors is also
reimbursed for reasonable out-of-pocket expenses incurred in atiznding Board of Directors or Board committee meetings. The tota) compensation of
our non-employee directors for the year ended December 31, 2006 in their capacity as directors is shown in the table below.

Cheage In
Penddan
VYatoe and
Fees Nooguallficd
Zarned or Non-Equity  Deferred

Padin 5K Option  iseentive ptan Compemuation Al Other
Cash Awsrdt  spards  Compenmation Eavoiaps  Compeosstios qoep

Name ® (%) QW ___ & 3 ) ()]

Bernard L. Kasten Jr. 12,500 - 56449 - - - 68949
Danic Perez 12,500 - 56,449 - - - 68949
James J. Antal 12,500 - 56449 - - - 68949
Paul E. DiCorleto - - - . - - 0
Andrei V. Gudkov - - - - - - 0
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(1)  Mesers. Kasten, Perez, and Antal each held fully vested options to purchase 15,000 shares of common stock outstanding as of December 31,
2006, Award amounts are calculated using the provisions of Statement of Finencial Accounting Standards (*SFAS™) No. 123R, Share-Based
Payment. Further details can be found in Item 6 under “Criticad Accounting Policies - Stock Based Compensation.”

ltein 11. Security Ownership of Certaln Beneficial Owners snd Managemest and Related Stockholder Matters

Below is 8 summary of securities subject 1o issuance or available for issuance under our equity compensation arrangeroents as of December 31, 2006,

Number of
L.
fines
avaiisble for
Number of future issuance
gecurities to be Weighted- under equity
issued upon average exercise cornpensation
exercise of price of plans {excluding
outstanding outstanding securities
options, warrants  options, warmnts reflected
and rights and rights column (a))
Plan category (a) ®) (€)
Equity compensation plans approved by security bolders 45000 § 6.00 1,955,000
Equity compensation plans not approved by security holders 1,252914 § 2.8 -
Total 1,297914 § 272 1,955,000




The ¢srms under which securities were issued without security holder approval are described below:

In April 2004, ChemBridge Corporation acquired warrants to purchase 264,624 shares of our commen stock for $1.13 per share in councction with
granting us access to their chemical compound library. The warrants expire in April 2010.

In September 2004, we igssued 29,800 wiorants to Sunrise Securitics Corp. and jts designees at an exercise price of $2.00 per share, which expire in
March 2010. The warrants were issucd o retain Sunrise Sccurities Corp. as an investment banker.

In conjunction with the issuance of the Series A Participating Convertible Preferred ghares in March 2005, we issued warrants (o purchase 300,000
shave: of common stock with an exercise price of $2.00 per share to Sunrise Securities Corp., the private placement agent, and its designees as partial
consideration for their services rendered. 295,850 of these wamrants expire on March 15, 2010 and 4,150 expire on March 28, 2010 resulting from two
closing dates.

In Mearch 200§, we issued 10,000 stock options under a non-qualified stock option agreement 10 & consultant who works for the company on an
ongoing basis. These options allow for the purchase of common stock at a price of $3.00 per share. These options have a thirteen month vesting
schedule and expire on March 1, 20185,

In July 2005, we issued 294,240 stock options to various employees of the Company under non-qualified stock option agreements, These options atlow
for the purchase of 190,000 shares of common stock at a price of $.66 and 104,240 ghares of common stock et 8 price of $0.67 per share, respectively.
These options have a throe-year vesting schedule and expirs on June 30, 2015.

In Desember 2005, we issued 20,000 s1ock option!; under a non-qualified stock option agreement (o a consultant who works for the company on an
ongoing basis. These options allow for the purchase of common stock a1 a price of $2.00 per share with a two-year vesting schedule and expire on
Novernber 30, 2015.

On March 1, 2006, we issued 114,250 stock options to various employces and consultanis under non-qualified stock option ngreements. These options
allow for the purchase of 114,250 ghares of common stock at a price of $4.50. These options have 8 three-ycar vesting schedule and expire on Fehruary
29, 2016.
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In connecticn with our initiel public offering in July 2006, we issw:d warrants to purchase 170,000 shares of common stock to the underwriters and
their designees o1 a cost of $100.00. The warrants have an exercise p:ice of $8.70 per share.

On November 16, 2006 we issued 50,000 warrants to a1 outside ¢msultant in connection with assistance in capital raising activities that led to our
March 2007 private placement. These warrants are immediately exercisable into common shares of the Company and bave an exercise price of $6.00
per share and an expiration date of November 16, 2011,

SECURITY OWNERSHIP OF MANAGEMENT AND PRINCIPAL STOCKHOLDERS

The following table scts forth, as of March 14, 2007, certai 1 information with respect to the beneficial ownership of the Common Stock by (i)
each person known by CBL 1o own beneficially more than $% of the outstanding shares of Common Stock, (ii) each CBL director, (iii) cack CBL
executive officer, and (iv) all Company executive officers and din:ctors as s group. The calculation of the percentage of shares beneficially owned
befare the offering is based on 8 total of 11,889,099 shares of common stock cutstanding es of March 14, 2007.

Number of
Shares
of Reglstract _
Common Stock Percentage of
Beneficially Class Beneficially
Name and Address QOwned Owned
Dirvectors and Executive Officers
Bemrard L. Kasten Jr. 15,000 (k3] .
Director, Chairman of the Board
James J. Antal 15,000 @ .
Director
Paul E. DiCorleto 0 1729
Director
Michael Fonstein 1,311,200 11.03%
Director, CEQ & President
Andiei V. Gudkov 1,549,600 () 13.03%
Director, Chicf Scientific Officer
Yakov N. Kogan : 715,200 6.02%
Director, Executive Vice Presidem of Business Development, Serretary
H. Daniel Perez 15,000 (4 .
Director
John A. Marhofer, Jr. 21,592 5 .
CLicf Financial Officer
All directors and officers as a group (eight people) 3,642,592 30.4™%
5%, Stockholders .
The Cleveland Clinic Foundation(6) 1,341,000 ()] 11.28%
ChemBridge Corporation(8) 622,224 9 523%
Sunrise Equity Partners, LP(10) 1,436,548 an 12.08%
Sunrise Securities Corp.(12) 1,436,548 (13) 12.08%
* Less than 1%,




(1) On November 30, 2004, Dr. Gudkov entered into 8 voting agrecment with the Cleveland Clinic whereby he irrevocably granted the Cleveland
Clinic the right to vote ell of his shares. On April 18, 2006, the Cleveland Clinic and Dr. Gudkoy agreed to rescind that voting agrecment effective as
of November 30, 2004, such that Dr. Gudkov retains his rights to vote all of his shares,

(2) Includes options to purchasc 15,000 shares of common stock, which arc currently exercisable,

(3) Includes options to purchase 15,000 shares of common stock, which are currently exercisable.

(4) Includes options to purchase 15,000 shares of common stock, which are currently exercisable.

(5) Includes options to purchase 21,592 shares of common stock, which are currenily exercisable.

(6) 7500 Euclid Avenug, Cleveland, Ohio 44195.

(7) The Cleveland Clinic Foundation is an Qhio not-profit corporation. The power to dispose of and vote these shares is controlled by corporate
govemance procedures pursuant to the Code of Regulations adopted by The Cleveland Clinic Foundation, Pursuant 1o thesc Regulations, the power to
disposc of these shares is vested with the Board of Trustees and the power to votc these shares is vested in the (i) Chairman of the Board of Trusices,
currcntly A. Malachi Mixon, 11, (ii) President of the Board of Trustees, currently Delos M. Cosgrove, M.D., (iii) Vicc President of the Board of

Trusitees, currently Stephen R. Hardis, and (iv) Vice Chairman of the Board of Trustees, which office is currently vacant Any vote 5o exercised by
thesz officers is deemed to have been exercised by and on behalf of The Cleveland Clinic Foundation.
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(8) 16981 Via Tazon, Suite G, San Diego, California 92127,

(9) Includes 357,600 shares of common stock and 264,624 shares of coramon stock underlying a warrant, which i$ curreatly exercisable. Bugene
Vaisberg, the Chairman and CEQ of ChemBridge Corporation, & the majority owner of ChemBridge Corporation and has the power to vote and
dispose of securitics owned by ChemBridge Corporation. Accordicgly, he may be deemed to beacficially own the securites owned by ChemBridge
Cosporation. Mr. Vaisberg disclaims any beneficial ownership of tbe securities owned by ChemBridge Corporation.

{10) 641 Lexington Ave., 25th Floor, New York, New York 10022.

(11) Information shown is based on amendment to Schedule 13G filed by Sunrisc Equity Partners, LP and Sunrise Securities Corp. with the SEC on
January 19, 2007. Includes 1,185,962 shares of commeon stock owned by Sunrise Equity Partoers, LP, and 250,386 shares of common stock owned by
Sunrise Securitics Corp. Level Counter LLC is the general partner of Sunrise Equity Parmers, LP. The throc managing members of Level Counter LLC
arc Nathan Low, the sole stockholder of Sunrise Securities Corp. and its peesident, Amnon Mandelbaum, one of the Managing Directors of Investment
Bariking a1 Sunrise Securities Corp., and Marilyn Adler, who is othirwise unaffiliated with Sunsise Securitics Corp., snd a unanimous vote of all three
persons is required to dispose of the securitics of Sunfise Equity Partners, LP. Accordingly, cach of such persons may be decmed to have shared
beneficial ownership of the securitics owned by Sunrise Equity Puters, LP. Such persons disclaim such beneficial ownership. As & result of the
relationship of Mr. Low and Mr. Mandelbaum to Sunrise Securizies Corp., Sunrise Equity Partners, LP may bc deemed to beneficially own the
seaurities owned by Sunrise Secusities Corp. and/or Sunrise Securitics Corp. may be deewed to beneficially own the securities owned by Sunrisc
Equity Partners, LP. Sunrisc Equity Partners, LP disclaims any bencficial ownership of the securities owned by Sunrise Securities Corp. and Sunrise
Securities Corp. disclaims any beneficial ownership of the securities owned by Sunrise Equity Parmers, LP.

{12) 641 Lexington Ave., 25th Floor, New York, New York 10022.

(13} Information shown is based on amendment to Schedule 13G Jiled by Sunrise Equity Partners, LP and Sunrise Securities Corp. with the SEC on
Jenuary 19, 2007. Includes 250,586 shares of common stock owned by Sunrise Securities Corp., and 1,185,962 shares of common stock owned by
Sunrisc Equity Partners, LP. Level Counter LLC is the gencral partner of Sunrisc Equity Partners, LP. The threc managing members of Level
Countery LLC ere Nathan Low, the sole stockholder of Sunrise Securities Corp. and its president, Amnon Mandelbaum, onc of the Managing Directors
of lnvestment Banking at Sunrise Securities Corp., and Marilyn Adler who is otherwise unaffiliated with Sunrise Securities crop., and a unanimous vot
off nll three persons is required to dispose of the sccuritics of Sunr. s¢ Equity Partners, LP. Accordingly, cach of such persons may be deemed to have
shared beneficial ownership of securitics owned by Sunrise Equity Partners, LP. Such persons disclaim such beneficial ownership. As a result of the
relaticnship of Mr. Low and Mr. Mandelbaum to Sunrise Sccurities Corp., Sunrise Equity Partmers, LP may be deemed to bencficially own the
securities owned by Sunrise Securitics Corp. and/or Suarisc Secvritics Corp. may be deemed to beneficially own the securitics owned by Sunrise
Equity Partners, LP. Sunrise Eqiuty Partners, LP disclgims any beneficial ownership of the securities owned by Sunnise Securities Corp., and Sunrise
Secwrities Corp. disclaims any beneficial ownership of the securitie :s owned by Sunrisc Equity Partners, LP,

Item 12, Certain Relationships and Related Transactions and Director Independence
Transactions with Related Persons

As of July 20, 2006, the effective date of our initial public offcring, tbe Audit Committee has beea required to conduct appropriate reviews of
all transactions with related persons for potential conflict of inter :51 situations on an ongoing basis. All such transactions must be approved by our
Audit Committee.

On or around May 31, 2005, we cntered into a Collaborat on Agreement with enc of our stockholders, ChemBridge Corporation, whereby the

partics agreed to collaborate on efforts to rescarch and develp phanmaceutical compounds wrgeting RCC end other cancers. The financial
conunitment from cach party depends on the success of each step of the project.
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Pursuant to our existing license agreement with CCF, we had accrued as of December 31, 2006 $50,000 in milestone payments, which amount
is payable upon the earlier w occur of CCF’s equity ownenhip faliing below 5% of our total outstanding shares (on a fully-dilutcd basis) or our
receiving more than $30,000,000 in funding or revenues from sources other than CCF. We have subcontracted with the CCF for grants in the
approximate amount of $220,000, and CCF provides lab services and personnel to CBL in the epproximate amount of $725,000.

From July 20, 2006, the cffective date of our_regisimtion statement, through December 31, 2006, we did oot enter into any relsted party

Director Independence

In accordance with Nasdaq Marketplace Rule 4350(c), « majority of CBL’s seven directors are "independent directors”: James J. Antal, Paul
E. DiCorleto, Bernard L. Kasten Jr., and H, Danicl Perez. Under Nasdaq Marketplace Rule 4200(s)(15), “independent director” means a person other
than an executive officer or employee of the company or any other individus! having a refationship which, in the opinion of the issuer's board of
directors, would interfere with the exercise of independent judgment in camying out the responsibilitics of a director. The following persons are not
considered independent under the Nasdaq Rule:

(A) 2 director who is, or at any time during the past three years u'ms, employed by the company or by any parent or subsidiary of the company;

(B) & director who accepted or who has a family member who accepted any compensation from the company in excess of $60,000 during any
period of twelve consecutive months within the three years preceding the determination of independence, other than the following:

(i) compensation for board or board commitiee service;
(ii) compensation paid to a family member who is an employee (other than an executive officer) of the company; or
(iii) benefits under a tax-qualified retirement plan, or non-discretionary compensation,

(C) & director who is a family member of an individisal who is, or at any time during the past three years was, employed by the company asan
executive officer;

(D) & director who is, or has a family member who is, 8 partner in, or a controlling sharebolder or an executive officer of, any organization to
which the company made, or from which the company received, psyments for property or services in the current or any of the past three fiscal years
that exceed 5% of the recipient's consolidated gross revenues for that year, or $200,000, whichever is more, other than the following:

(i) payments arising solcly from investments in the company’s securities; or
(ii) psyments under non-discretionary charitable contribution matching programs.
(E) & director of the issuer who is, or has s family member who is, employed as an exccutive officer of another entity where at any time during

the past three years any of the executive officcrs of the issuer serve on the compensation committee of such other entity; or
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(F) a director who is, or has a family member who is, 8 curre 1t partnicr of the company's outside suditor, or was 8 partocr or cmployce of the
company's outside auditor who worked on the company’s audit at any time during any of the past three ycars.

Messrs. Antal, DiCorleto, Kasten, and Perez satisfy this stan lard of independence. In making this determination with respect to Dr. DiCorleto,
the Nominating and Corporate Governance Committee and the Board has considered Dr. DiCorleto’s affiliation with the Cleveland Clinic and satisfied
itself that this affiliation does not detract of interfere with Dr. DiCorl:to’s ability to exercise independent judgment and carrying out his responsibilitics
2s director and.serving the best interests of our stockholders. Messis. Aal, Kasten, and Perez make up our Compensation Committee, Nominating
and Corporatz Governance Committee, and Audit Commitice. Ay members of our Audit Committee, they meet the additional indepeadence
requirements for audit committce members under Nasdaq Marketplace Rule 4350(d). Specifically, Messrs. Antal, Kasten, and Perez satisfy the criteria
for independence set forth in Rule 10a-3(b)(1) under the Exchange /ict, and have not participated in the preparation of the financinal statements of the
company or any current subsidiary of the company 81 any time during: the past three years.

Item 13. Esbibits

Exhbibht
No. Description
31 Certificate of Incorporation filed with the Secretary of State of Detaware on June 5, 2003
32 Certificate of Amendment of Centificate of Incorporation filed with the Secretary of State of Delaware on February 25, 2005¢**
33 Certificate of Designation of Serics A Participatirg Convertible Preferred Stock filed with the Secretary of State of Delaware on
March 8, 2005**
34 Second Certificate of Amendment of Certificate ¢f Incorporation filed with Secretary of State of Delawane on June 30, 2006%**
35 Certificate of Designations, Preferences and Rights of Series B Convertible Preferred Stock, dated March 16, 2007%*****
3.6 Amended and Restated By-Laws®**
4.1 Form of Specimen Common Stock Certificale®
4.2 Form of Warrants issues to designees of Sunrise iJecurities Corp., dated March 2005*
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44

4.5

4.6

10.1

10.2

10.3

104

10.7

10.8

109

10.19

Form of Warrants issued to underwritcrs***

Wamant to Purchase Common Stock issucd to ChemBridge Corporation, dated April 27, 2004*

Form of Scrics B Warrant **eees

Form of Series C Warrant ******

Restricted Stock Agreement between Cleveland BioLabs, Inc. and Michael Foustein, dated as of July 5, 2003*

Restricted Stock Agreement between Cleveland BioLabs, Inc. and Yakov Kogen, dated as of July 5, 2003*

Restricted Stock Agreement between Cleveland BioLabs, [nc. and Andrei Gudkov, dated as of July 5, 2003°

Library Access Agreement by and between ChemBridge Corporation and Cleveland BioLabs, Inc., effective as of Apnl 27, 2004*

Restricted Stock and [nvestor Rights Agresment between Cieveland BioLabs, [nc. end ChemBridge Corporation, dated as of April
27, 2004*

Common Stockholders Agreement by and among Cleveland BioLabs, Inc. and the stockholders named therein, dated as of July 1,
2004+

Exclusive License Agreement by and between The Cleveland Clinic Foundation and Cleveland BioLabs, Inc., effective as of July 1,
2004* )

Employmsnt Agreement by and between Cleveland BioLabs, Inc. and Dr. Michael Fonstein, dated August 1, 2004*
Employment Agreement by and between Cleveland BioLabs, lnc. end Dr. Yakov Kogan, dated August 1, 2004*

Consulting Agreement between Cleveland BioLabs, Inc. and Dr. Andrei Gudkov, dated August |, 2004*
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10.11

10.12

10.13

10.14

10.15

10.i6

10.17

10.18

10.19

10.20

10.21

10.22

10.23

Cooperative Research and Development Agreement by and between the Uniformed Services University of the Health Sciences, the
Henry M. Jackson Foundation for the Advancement of Military Medicine, Inc., the Cleveland Clinic Foundation, and Clevelaod
BioLabs, Inc., dated s of Augusi 1, 2004°°

Form of Stock Purchase Agreement between Clev :land BioLabs, Inc. and the Purchasers party thereto, dated ns of March 1§, 2005*
Form of Serics A Rights Agroement by and amon;; Cleveland BioLabs, lnc. and the partics thercto, dated &s of March 15, 2005
Employmemt Agreement by end between Clevetand BioLabs, Inc. and Dr. Farre] Fon, dated June 1, 2005*

Amendment to Employment Agreement by and btween Cleveland BioLabs, Inc. and Dr. Famrel Fort, dated September 30, 2005
Amendment 1o Consulting Agreement between Cleveland BioLabs, lac. and Dr. Andrei Gudkov, dated as of Japuary 23, 2006*
Amendment to Restricted Stock Agreement betw :en Cleveland BioLabs, Inc. aod Michacl Fonstein, dated s of January 23, 2006*
Amendment to Restricted Stock Agreement between Cleveland BioLabs, Inc. and Yakov Kogan, dated 08 of Japuary 23, 2006*

Amendment 1o Restricted Stock Agreement between Cleveland BioLabs, Inc. and Andrei Gudkow, dated as of January 23, 2006*

Amendment 1o Common Stockholders Agreemery by and among Cleveland BioLabs, Inc. and the partics thereto, dated as of
January 26, 2006*

Form of Amendment 1o Series A Rights Agreement by snd among Cleveland BioLabs, Inc. and the parties thereto, dated as of
February 17, 2006* .

Cleveland BioLabs, Inc. 2006 Equity [ncentive )'lap®**

Process Development and Mui’acmring Agreement between Cleveland BioLabs, Inc. and SynCo Bio Partners B.V., effective as of
August 31, 2006%¢**




10.24 Sponsored Research Agreement between Cleveland BioLabs, Inc, and Roswell Park Cancer Institute Corporation, effective as of
,mm 12. 2W”“°

1025 Sccuritics Purchase Agreement, dated March 16, 20074445

10.26 Registration Rights Agreement, dated March 16, 2007090 0e

10.27 Voting Agreement, dated March 16, 2007¢%v e

231 Consent of Meaden & Moore, Lid.

3i.1 Rulc 13a-14(a)/15d-14{g) Certification of Michael Fonstein

312 Rule 13a-14(a)/15d-14(s) Certification of John A. Mashofer, Jr.

321 Section 1350 Centification.

'_ Incorporated by reference to Amendment No. 1 to Registration Statement on Form SB-2 as filed on April 25, 2006 (File No. 333-131918).
s Incorporated by reference to Amendment No. 2 to Registration Statement on Form S$B-2 as filed on May 31, 2006 (File No. 333-131918).
e Incorporated by reference 10 Amendment No. 3 to Registration Statement on Form SB-2 as filed on July 10, 2006 (File No. 333-131918).

wer Incorporated by reference to Form 8-K as filed on October 25, 2006.
soeee Incorporated by reference to Form 8-K as filed on Januzry 12, 2007,

esssss Incorporated by reference to Form 8-K as filed on March 19, 2007.
Hem 14, Principal Acconntant Fees and Services

Mcaden & Moore, Lid. (“Meaden & Moore”) acts as the principal auditor for us and also provides certain audit-related services. We have
enter:d into an engagement agreement with Meaden & Moore tha gets forth the terms by which Meaden & Moore will perform sudit services for us.,
That agreement is subject to alternstive dispute resolution procedures and an exclusion of punitive damages. RSM McGladery performs tax services for
us.
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On May 28, 2008, we eogaged the eccounting firm of Mcaden & Moore, Ltd. as our independent accountants. Meaden & Moore replaced our
previous accountants Hausser & Taylor, LLC. Hausser & Taylor, which bad audited our financial statements for the years ending December 31, 2003
and 2004, bad been engaged in late May 2005 to reissue their opin.on specifically to remove the going concern clause as a result of our $6 million
Series A Preferred Stock financing. During the course of that engigement, Hausser & Taylor notificd us that as a result of their having provided
assistance 1o management in the drafting of notes to the financial staiements, they could not satisfy the independence requirement of the SEC. Meaden
& Moore has reaudited our financial statements for the years ended Diecember 31, 2003 and 2004,

The Audit Committee pre-approves all services provided by Meaden & Moore 1o us. In pre-epproving services, the Audit Commitics
considers whether such services are consistent with the SEC's rules on suditor independence. The fees for the services provided by Meaden & Moore
10 115 werc as follows:

Audit Fees were $66,500 for the year ended Decemnber 31, 2006 and were $50,235 (521,000 for Meaden & Moore and $29,235 for Hausser &
Taylor) for the year ended December 31, 2005. Audit Focs consisied of sudit work performed in the preparation of financial statements, quarterly
finuncial statement reviews, statutory audits, consultation regarding 'inancial accounting and/or reporting standards and filings with the SEC.

Tax Fees were $8,080 and $2,810 for the years ended Deember 31, 2006, and Deceraber 31, 2005, respectively. Tax Foes consisted of all
services performed by the independent auditor’s tax personnel, exce)t those related to the audit of financial statements, and include tax compliance, tax

consulting, tax planning and non-recurring projects.

There were no fecs billed by Meaden & Moore for Other F :es during the years cuded December 31, 2006, and December 31, 2005,
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"SIGNATURES

In accordance with the requirements of the Securitics Exchange Act of 1934, the Registrant has caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

CLEVELAND BIOLABS, INC,

Dated: March 29, 2007 ’ By: /o MICHAEL FONSTEIN

Michael Fonstein
Chicf Exscutive Officer
(Principal Exccutive Officer)

CLEVELAND BIOLABS, INC.

Dated: March 29, 2007 By: /3/ JOHN A. MARHOFER JR.

John A. Marhofer Jr.
Chief Financial Officer
(Principal Financinl and Accounting Officer)

Pursvant to the requiremtents of the Securities Exchange Act of 1934, this report has been signed by the following persons in the capacilies and op the
dates indicated. ]
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Signature Tite Date
18! Michael Fonstemn Chief Exccrtive Officer, President, and Director March 29, 2007
. (Princi al Executive Officer)
Mich:el Fonstein
18/ Johm A, Marhofer Ir, Chief Finan :ial Officer (Principal Financial and March 29, 2007
Accounting Officer)
John A, Marbofer Jr.
7S/ James Antal Director March 29, 2007
James Antal
757 Paul DiCorleto Director March 29, 2007
Paut DiCorleto '
18/ Andrei Gudkov Chief Scienlific Offices, and Director March 29, 2007
Andrei Gudkov
/S! Bemand L. Kasten Director March 29, 2007
Bernexd L. Kasten
1S/ ‘Yakov Kogan Executive Vice President, and Director March 29, 2007
Yakov Kogen
/S/ M. Danicl Perez Director March 29, 2007

H. Dtniel Perez

58




, EXHIBIT INDEX

Exhibit
No. Description
3l Certificate of Incorporation filed with the Secretary of State of Delsware on June 5, 2003*°*
32 Certificate of Amendment of Certificate ofh;ompomtion filed with the Secretary of State of Delaware on Felbﬂury 25, 2005%0°
313 Certificase of Designation of Series A Participating Convertible Preferred Stock filed with the Secretary of Swate of Delaware on
March 8, 2005***
34 Second Certificate of Amendment of Certificate of Incorporation filed with Secretary of State of Delaware on June 30, 2006***
3.5 Certificate of Designations, Preferences and Rights of Series B Convertible Preferred Stock, dated March 16, 2007¢¢%ees
3.6 Amended and Restated By-Laws***
4. Form of Specimen Common Stock Certificate®
4.2 Form of Warrants issues to designees of Sunrise Securities Corp., dated March 2005*
43 - " Form of Warrants issued to underwritcrs***
a4 Warrant to Purchase Common Stock issued to ChemBridge Corporation, dated April 27, 2004¢
45 Form of Series B Warrant #¢%%4¢ '
4.6 Form of Scries C Warrant ******
10.1 Restricted Stock Agreement between Cleveland BioLabs, Inc. and Michael Fonstein, dated as of July 5, 2003*
102 Restricted Stock Agreement between Cleveland BioLabs, Inc. and Yakov Kogan, dated as of July 5, 2003*
10.3 Restricted Stock Agreement between Cleveland BioLabs, Inc. and Andrei Gudkov, dated as of July 5, 2003*
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104

10.5

10.6

10.7

10.8

10.9

i0.10

10.11

10.12

10.13

10.14

10.15

Library Access Agreement by and between ChemBridge Corporation and Cleveland BioLabs, Inc., cffective as of April 27, 2004*

Restricted Stock and [nvestor Rights Agreemet 1 between Cleveland BioLabs, Inc. and ChemBridge Corporation, dated as of April
27, 2004*

Common Stockholders Agreement by and among Cleveland BioLabs, Inc. and the stockholders named therein, dated as of uty 1,
2004

Exctusive Liccnse Agreement by and between The Cleveland Clinic Foundation and Cleveland BioLabs, Inc., cffective as of July 1,
2004+

Employment Agreement by and between Clevel ind BioLabs, Inc. and Dr. Michac! Fonstein, dated August 1, 2004¢

Employment Agreement by and between Clevelind BioLabs, Inc. and Dr. Yakov Kogan, dated August 1, 2004°

Consulting Agreement between Cleveland BioLubs, Inc. and Dr. Andrei Gudkov, dated August 1, 2004*

Coaperative Research and Development Agreem:nt by and between the Uniformed Services University of the Health Sciences, the
Henry M. Jackson Foundation for the Advancem :nt of Military Medicine, Inc., the Cleveland Clinic Foundation, and Cleveland
BioLabs, Inc., dated as of August 1, 20044+

Form of Stock Purchase Agreement between Cleveland BioLabs, Inc. and the Purchasers party theretn, dated as of March 15, 2005*
Form of Series A Rights Agreement by and among Clevetand BioLabs, Inc. and the parties thereto, dated as of March 15, 2005°

Employment Agreemen by and between Cleveland BioLabs, Inc. and Dr. Famrel Fort, dated June 1, 2005*

Amendment to Emptoyment Agreement by end between Cleveland BioLabs, Inc. and Dr. Farrel Fort, dated September 30, 2005*




10.15

10.17

10.18

10.13

10.20

10.21

10.22

10.23

10.24

10.23

10.26

10.27

231

311

312

Amendment to Consulling Agrecment between Cleveland BioLabs, Inc. and Dr. Andrei Gudkov, dated as of January 23, 2006*
Amendment 10 Restricted Stock Agreement between Cleveland BioLabs, Inc. and Michael Fonsiein, dated as of January 23, 2006*
Amendment to Restricted Stock Agreement between Cleveland BioLabs, Inc. and Yakov Kogan, dated as of January 23, 2006*
Amendment tc Restricted Stock Agreement between Cleveland BioLaby, Inc. and Andrei Gudkov, dated as of January 23, 2006*

Amendment 0 Common Stockholders Agreement by and among Cleveland BioLabs, Inc. and the parties thereto, dated as of
January 26, 2006*

Form of Amendment 10 Serics A Rights Agreement by and among Cleveland BioLabs, Ine. and the parties thereto, dated as of
February 17, 2006*

Cleveiand BioLabs, Inc. 2006 Equity Incentive Plan®**

Process Development and Manufacturing Agreement between Cleveland BioLabs, Inc. and SynCo Bio Pantners B.V., effective as of
August 31, 2006%2**

Sponsored Rescarch Agreement between Cleveland BioLabs, Inc. and Roswell Park Cancer Institute Corporation, effective as of
January 12, 2007%2s*

Securities Purchasc Agreemert, dated March 16, 2007¢¢***¢
Registration Rights Agreement, dated March 16, 2007000 ¢%¢
Voting Agreement, dated March 16, 2007%%**+*

Consent of Mcaden & Moore, Ltd.

Rule 13a-14(a)/15d-14(a) Certification of Michatl Fonslein

Rulc 13a-14(a)/15d-14(a) Certification of John A. Marhofer, Jr.
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32.1

Section 1350 Certification.

L1

[ 1 1]

LEL L IL J

Incorporated by reference to Amendment No. 2 to Regi itration Statement 00 Form SB-2 es filed on May 31, 2006 (File No. 333-131918).
Incorporated by reference © Amendment No. 3 to Registration Statement on Form SB-2 as filed o July 10, 2006 (File No. 333-131918).
Incorporated by reference to Form 8-K as filed on Qctober 25, 2006. )

Incorporated by refercnce to Form 8-K as fited on Januzry 12, 2007.

Incorporsted by reference to Form 8-K as filed on Mareh 19, 2007.
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Incorporated by reference to Amendment No. | to Registration Statement on Form SB-2 as filed on April 25, 2006 (File No. 333-131918).
|




Exhibit 23,1
Consent of ludependent Registered Public Accounting Firm

The Board of Directors and Stockholders of
Cleveland BioLabs, Inc.:

We corsent to the use in the Form 10-KSB of Cleveland BioLabs, Inc. (the “Company”) for the fiscal year ended December 31, 2006 and the
incorporation by reference in the registration statement on Form S-8 (No. 333-140687) of the Company of our report dated March 5, 2007, with
respect o the balance sheets of Cleveland BioLabs, Inc. as of December 31, 2006 and 2005, and the related statements of operations,
stockhclders’ equity, and cash flows for cach of the years in the three-year period ended December 31, 2006, which report appears in the
December 31, 2006 annual report on Form 10-KSB of the Company.

/s/ Meaden & Moore, Ltd.

Cleveland, Ohio
March 29, 2007




Exhibit 31.1

Certification
I, Michsel Fonstein, certify that:
1. 1 have reviewed this annual report on Form 10-KSB of Cleviland Biolabs, Inc.;

2. Based on my knowledge, this repart does not contain any umirue statement of a material fact or omit 1o state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not miskading with respect to the period covered by
this report;

3. Based on my knowledge, the financial statements, and other inancial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of 1he small business issuer as of, and for, the periods presented in this report;

4. The small business issuer’s other certifying officer and 1 are n:sponsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(c) and 15d-15(c)) for thz small business issuer and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the small business issuer is made known to us by others within those entitics,
particularly during the period in which this report is beir g prepared;

b) Evaluated the effectiveness of the small business issuec’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, 83 of the end of the period covered by this report based on such
evaluation; and

¢) Disclosed in this report any change in the small business issuer’s intemal control over financial reporting that occurred during the small
business issuer’s most recent fiscal quarter (the small ‘Jusiness issuer's fourth fiscal quaster in the case of an annual report) that has
materially affected, or is reasonably likely to materially .1ffect, the small business issuer’s internal control over financial reporting.

5. The small business issuer’s other certifying officer and I hav: disclosed, based on our most recent evaluation of internal control over financial
reporting, to the smalt business issuer’s auditors and the audit committee of the small business issuer’s board of directors (or persens performing
the equivalent functions):

8) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
rsasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and




1) Any fraud, whether or not material, that involves management ot other employees who have a significant role in the registrant’s intemal

control over financial reporting.
Date: March 29, 2007 By: /8/ Michael Fonstein
Michael Fonstein
Chairman and Chief Executive Officer

(Principal Executive Officer)




Exhibit 31.2

Certification
I, John A. Marhofer, Jr., certify that:
1. I have reviewed this annual report on Form 10-KSB of Cleveland Biolabs, Inc.;

2. Based on my knowledge, this report does not contain any unir t¢ statement of a material fact or omit to State a material fact necessary to make
the statements made, in light of the circumstances under which sich statements were made, not misleading With respect to the period covered by
this report;

3. Based on my knowledge, the financial statements, and other fuancial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of th: small business issuer as of, and for, the periods presented in this report;

4. The small business issuer's other certifying officer and I are resjonsible for establishing and maintaining disclosure controls and procedures (a3
defined in Exchange Act Rules 13a-15(¢) and 15d-15(c)) for the +mall business issuer and have:

#) Designed such disclosure controls and procedures, o1 caused such disclosure controls and procedures 1o be designed under our
supervision, 10 ensure that material information relating 10 the small business issuer, is made known 10 us by others within those entities,
particularly during the period in which this report is being prepared;

b) Evaluated the effectiveness of the small business issuer’s disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and prucedures, as of the end of the period covered by this report based on such

¢valuation; and

¢) Disclosed in this report any change in the small busincss yssuer's internal contro] over financial reporting that occurred duting the small
business issuer’s most recent fiscal quarter (the small business issuer’s fourth fiscal quarter in the case of an annual scport) that bas
mnaterially affected, or is reasonably likely to materially affect, the small business issuer’s internal control over financial reporting.

5. The small buginess issuer’s other certifying officer and | bave dizclosed, based on our most recent evaluation of internal control over financial
reporting, 1o the small business issuer’s auditors and the audit comsnittee of the small business issuer’s board of directors (or perscas performing
the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and




b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal

control over financial reporting.
Date: March 29, 2007 By: /s/John A. Marhofer, Jr.
’ ' John A, Marhofer, Jr.
Chief Financial Officer

(Principal Financial Officer)




Exhibit 32.1

Certiflcation*

In connection with the Annual Report of Cleveland BioLabs, Inc, (the “Company”), on Form 10-KSB for the fiscal year ending December 31,
2006 as filed with the Securitics and Exchange Commission on (he date hereof (the “Annual Report”) pursuant to the requirement set forth in
Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), and Section 1350 of Chapter 63 of Title 18 of the
United States Code (18 U.S.C.§ 1350), Michael Fonstein, Chizf Executive Officer of the Company, and John A. Marhofer, Jr., Chief Financial
Officer of the Company, each hereby certifics that, to the best of his knowledge:

i. The Annual Report fully complies with the requirements of Section 13(a) or Section 15(d) of the Exchange Act, and

2. The information contained in the Annual Report fairly piesents, in all material respects, the financial condition and results of operations
of the Company for the period covered by the Annual Report.

Dated: March 29, 2007 By: /s/ Michael Fonstein
Michael Fonstein
Chairman and Chief Executive Officer
(Principal Executive Officer)

Dated: March 29, 2007 By: /s/John A. Marhofer, Jr.
John A, Marhofer, Jr.
Chief Financial Officer
(Principal Financial and Accounting Officer)

* This certification accompanies the Annual Report to which it relstes, is not decmed filed with the Securities and Exchange Commission and is
not to be incorporated by reference into any filing of Cleveland HioLabs, Inc. under the Securities Act of 1933, as amended, or the Securities
Exchange Act of 1934, as amended (whether made before or after the date of the Annual Report), imrespective of any general incorporation
language contained in such filing.
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{ Corparate Directory I
BOARD OF DIRECTORS CORPORATE OFFICERS
Bernard L. Kasten, M.D, Paul E. DiCorlero, Ph.D. Michael Fonstein, Ph.D.
Chairman of the Board Director Chief Executive Officer and President
|
Michael Fonstein, Ph.D. H. Daniel Perez, M.D. Andrei Gudkow, Ph.D., D. Sci.
Chief Executive Officer and President Director Chief Scientific Officer
Andrei Gudkov, Ph.D., D. Sa. James J. Antal Yakov Kogan, Ph.D.
Chief Scientific Officer Director Execurive Vice President
Yakov Kogan, Ph.D. John A. Marhofer, Jr., CMA, CFM
Executive Vice Presidem Chief Financial Officer

ColvieaND Biolais, Ino.

SEC FORM 10-KSB TRANSFER AGENT AND REGISTRAR
A copy of the Company’s Annual Report to the Securities and Exchange Continental Stock Transfer
Commission of Form 10-K is available without charge upon writen and Trust Company
request to: 17 Batrery Place
" Rachel Levine New York, New York 10004
The Global Consulting Group
22 Cortlandr Street, 14th Floar LEGAL COUNSEL

New York, New York 10007
Kawen Muchin Rosenman LLP
DIVIDENDS 525 West Monroc Street
Chicago, Illinois 60661
The Company has nor paid or declared any dividends on its
{Common Stock since its organization and has no present intention of INDEPENDENT AUDITORS
paying cash dividends on its Common Stock, The Company is required

to pay dividends on its outstanding Series B Preferred Seock. It is the Mcaden 8 Moore, Lid.

present policy of the Board of Directors to retain all earnings, to finance 1100 Superior Avenue, Suite 1100

the development of the Company’s business. Cleveland, Ohio 44114

CORPORATE HEADQUARTERS STOCK LISTING

11000 Cedar Avenue, Suite 280 Cleveland BioLabs, Inc.’s common shares are listed on the NASDAQ
Cleveland, Ohio 44106 Capiml Marker—ticker symbol CBLI and the Boston Stock Exchange—
‘Telephone: 216-229-2251 ticker symbol CFB.

Facaimile: 216-229-17G4
www.chiolabs.com
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